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In the Record 


Cutting Some Millions Off Our Tax Burden 8. To reduce these outlays presents the difficult job 
4 of unraveling a tangled skein of statutory law; 

END OF MONTH 9. Since many outlays are more or less irrevocably 
fixed by enactments adopted years ago, it will be neces- 
sary to plan ahead if budget cutting is to reach maximum 
effectiveness; 


10. Thus now is the time when many of the expenditure 
items destined to appear inthe budgets for 1953, 1954, 
1955, 1956 and even later years must be considered and 
a AGENCIES determined; 

11. Not merely budget items but the operations of the 
trust funds now mostly not included in the budget at all 
must be examined; 

12. The same holds true of government corporations; 

13. Finally. the efficiency (and therefore the essential 
cost) of defense operations present problems beyond the 
ordinary investigator. 


Wye MILITARY SISNET Stripped of all figures—and they run from large to immense 
0 1/4, AiS —the question of the size of the budget is the question of the 
1939 i941 1943 1945 1947. 1949 1950 a amount of material, manpower, and productive capacity that 
Executive Branch, in Millions Source: Civil Service Commission ° Will be appropriated for public programs. What the govern- 
ment buys away (it will spend about one fourth of national 
income next year) isn’t available for consumers or business. 
They, in turn, under pay-as-we-go must turn over to the tax 
collector income sufficient to pay for those things the gov- 
ernment buys. What the government wastes or unwisely 
spends becomes a debit against national strength and security, 
for that much less is available for the things that count. 


Federal Civilian Employment Has Been Rising by 2,000 a Day 


The trend shown in the chart above is indicative of the 
upward trend of federal spending. In both cases, the curves 
are pointing skyward. Can we bring more efficiency and 
economy to government bureau, agency and department 
activities ? Many minds are—have been—probing this vital 
question. Here is what our study (beginning on page 182) POS Fe WER 
of their proposals seems to indicate: 

J The Inventory Problem Head-on 

1. Federal expenditures can be reduced; 

2. Sums could be cut by more efficient functioning of 
governmental machinery; 

3. Changes in laws or administrative practices could 
further reduce spending; 

4. Full-scale budget paring can be done only by drop- 
ping services or functions now performed; 

5. Some of these services or functions involve highly 
controversial issues; 

6. Many of them represent class legislation passed in 
response to pressure groups; ; 

7. Annual expenditures are substantially fixed by al- 
ready existing provisions; 


About half this issue is devoted to the current business situ- 
ation, both here and abroad. Deflationary aspects of the scene 
are pointed out in some detail in the five articles that comprise 
the section. On the whole, the impression given is that no big 
or long recession is possible. There is no getting away from the 
fact, however, that inventories have piled up in retail stores, 
that many warehouses are bulging, and that here and there 
manufacturers’ stocks are abnormally large. In other years 
and other times these conditions would be the strongest of 
portents that all was not well within the economy. Read the 
articles that immediately follow this page to gain an under- 
standing of the strength of these forces today. 
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Inventories: Key Business Problem 


Retail stocks are bulging while factories still pour out vast quantities of goods. 

.. . Consumer buying resistance develops and prices show signs of softening. 

_.. Are these the hard realities of impending recession or are they but 
incidental hurdles that will fall before the full armament drive? 


|. DANGER SIGNALS vs. REARMAMENT 


tolling off a series of danger signals that—at 
least in ordinary times, and perhaps even now— 
would call for a rather dim view of what is ahead. 

This in spite of the fact that the basic supply- 
demand relationships of the economy retain clearly 
inflationary implications. 

On the inflationary side, defense expenditures, now 
running at nearly $30 billion (annual rate), are ex- 
pected to increase perhaps 70% in the coming year. 
Business expenditures for plant and equipment in 
the last three quarters of 1951 are expected to rise 
to an annual rate of close to $25 billion, about 20% 
above the rate in the last half of 1950. 

Consumers’ disposable income, now at an annual 
rate of $216 billion, will also certainly rise over the 
months ahead if the planners of the mobilization even 
approach their employment goals. (And it seems 
likely that these employment goais will be approached 
only through providing stronger wage incentives— 
a possibility already noted by Mr. Wilson in his 
“Report to the President’—thus adding further 
to the rise in income.) 

Even under optimistic assumptions as to total 
output, these conditions appear to spell out a man- 
sized inflationary gap that should keep prices pressed 
against their ceilings and could conceivably require 
some upward adjustments in the ceilings themselves. 

But what of the danger signals? Wholesale prices 
have moved sideways since mid-February and were 
drifting downward in early April. At that time, sig- 
nificant declines in spot-market prices of basic com- 
modities seemed to foreshadow a further decline in 
the wholesale price level. Even industrial commodi- 
ties, many of which have been scarce enough to re- 
quire allocation controls as well as price controls, 
actually declined slightly in the first two weeks of 
April. And buying interest in the discretionary con- 
sumer markets, judging from sales of department 
stores and other durable goods outlets, was sagging 


B “tating © STATISTICS have recently been 


seriously in March. Easter sales of soft goods fell far 
below expectations, and in the weeks following Easter 
wholesalers suffered a more-than-seasonal slackening. 

These were the surface symptoms. But there were 
a number of underlying conditions to which these 
symptoms drew attention. Most striking of these 
was undoubtedly the state of inventories. Going 
into March, total business inventories (retail, whole- 
sale and manufacturing) were roughly at $65 billion 
—25% above a year ago and about 20% above 
their level at the time of the Korean invasion. They 
were, furthermore, about 14% above the peak that 
preceded the sharp liquidation of 1949. 

Retail inventories were particularly impressive: 
about 29% above their year-ago level and about 21% 
above their level in June, 1950. While by far the 
greater part of the increase represented higher prices, 
this observation provided small comfort for the re- 
tailer who saw his dollar sales volume shrinking. At 
the retail level, inventories had clearly moved ahead 
considerably faster than sales. 

Manufacturers’ inventories were in somewhat 
better shape. Up 22% from a year ago, and 18% 
from June, 1950, their ratio to sales was still far be- 
low a year ago, and far below the level of the ratio 
prior to the inventory liquidation at the end of 1948. 
However, the fact that basic materials continue in 
tight supply suggests that manufacturing inventories 
have departed radically from a normal baiance. In- 
ventories of those materials which are not in tight 
supply have apparently increased at a much faster 
rate than aggregate inventories.2 é 

So inventories—more especially retail inventories— 
add an ominous note. The level of consumer debt 
adds another. Going into March, total consumer 
credit outstanding amounted to $19.5 billion, about 


20% above a year ago and more than 10% above, 


June, 1950. 


And the increase in the monthly repayment obliga- 


1For a fuller discussion of retail inventories, see pp. 171. 
*For a fuller discussion of manufacturing inventories, see pp. 167. 
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tions of consumers may be considerably greater than 
the increase in the debt itself. A major part of the 
debt now outstanding has been contracted since the 
middle of October, when Regulation W was tightened 
to impose fifteen-month repayment periods in the 
‘automotive, appliance and housefurnishings markets. 
Assuming an average repayment period of about 
twelve months! for the debt as a whole, consumers 
have incurred a monthly repayment obligation pos- 
sibly $500 million greater than in February, 1950. 
This $500 million represents, roughly, 3% of current 
disposable income.? . 
There have been other increases in the drain on 
consumer income. Nonfarm home mortgages were 
recorded at the rate of about $1.3 billion monthly 


1About two thirds of consumer debt now consists of instalment 
credit, on which terms may now average fifteen months. The re- 
mainder includes charge accounts, single-payment loans under $3,000, 
service credit, and loans by pawnbrokers. 

2It would of course represent much more than 3% of income 
spent for nonessentials. 
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during 1950, or about 35% above the monthly average 
for 1948 and 1949. Outstanding mortgage debt at the 
end of 1950 was 18% above the level at the end of 
1949 (totaling about $44 billion) while disposable in- 
come had advanced only about 10%. Sales of life, 
accident and health insurance boomed in the months 
following Korea. Total premium income of _ life 
insurance companies in December, 1950, was 16% 
above the corresponding month of 1949. 

The cash operations of the Treasury have provided 
another deflationary factor. In the first quarter, re- 
ceipts exceeded outgo by $6.9 billion, the largest quar- 
terly surplus in history and about 8% greater 
than the previous record in the first quarter of 1948. 
The surplus was instrumental in producing a sharp 
drop in the privately held money supply that could 
exert downward pressure on prices and trade. 

The increase in consumer credit and mortgage debt 
suggests another aspect of the recession argument. 


Two Ways of Looking at Industrial Output 


Adjusted for seasonal, it has advanced rapidly 
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But real (unadjusted) output is still below last October 
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Prices Turn Down in Early April 
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The danger of saturation in the automobile, housing 
and appliance markets had been considered seriously 
in 1949. Discussion continued in early 1950, while 
record gains were being rolled up in precisely those 
markets that were supposed to be approaching the 
saturation point. The subject was promptly 
dropped when Korea switched the concern of retailers 
(and home builders) from saturation to shortage. 

It might now be argued that the unexpected ava- 
lanche of homes and durable goods that has poured 
into the market in the nine months since June, on 
top of the accumulations from 1948 and 1949," have 
in fact produced a kind of saturation. That is, these 
markets may have arrived at a replacement-plus- 
normal-growth basis. 

The postwar period .doesn’t even yet provide good 
long-term relationships that could give meaning and 
dimension to the term saturation. But at least it 
can be said that the purchases of homes and durable 
goods since June may have whittled these markets 
down to the point where they are competing on more 
or less even terms with the nondurables industries. 
Some indication of this was had in the fourth quarter 
of 1950, when buying emphasis (after eliminating 
seasonal factors) shifted sharply to nondurable goods. 
Any implications of the shift were disregarded, how- 
ever, when durables shared fully in the recovery of 
buying in January and February. 

A further consideration on the recession side: in 
the first two months of the new year, consumers’ 


1Consumer expenditures for durable goods rose steadily through- 
out the 1949 recession. Housing starts may have been moderately 
affected in the first half of 1949, but they more than made up the 
loss in the last half of the year, when they virtually ignored the 
usual seasonal decline of the industry. (Starts in October and Novem- 
ber of 1949 still stand as the all-time records for those months.) 
The shallowness of the 1949 recession may be attributed, in consider- 
able measure, to the strength of these markets. 


prices rose faster than average weekly earnings in 
manufacturing (and total personal income remained 
constant). Still tentative estimates indicate that this 
condition may have been reversed in March, but real 
disposable income for the first quarter as a whole was 
about 1% below the fourth quarter of 1950. 
Evidence of strong resistance to prices was present 
in virtually all consumer markets in March and early 
April. Part of this resistance may stem from heavy 
consumer stocks (of storable nondurable and semi- 
durable goods, as well as durables). The decline in 


Retail Sales 
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real earnings, at a time when stocks are heavy, 
might well lead to a sharp curtailment of nonessen- 
tial purchases. 

In such a situation, there is little assurance that 
price cuts alone would, in ordinary times, produce 
an immediate resurgence of buying interest. At junc- 
tures like this, price expectations can undergo a very 
sharp change. From June to January, consumers 
stocked up partly from fear of shortages, but also to 
beat higher prices anticipated in the future. And 
now, as sales have begun to signal a downturn in 
consumer prices, the consumer might sit placidly by 
to await still lower prices. (Some durable goods manu- 
facturers have already concluded that intensified pro- 
motional efforts rather than price reductions are 
called for now.) 

Since the main source of industrial activity is still 
the consumer’s wants, this wait-and-see attitude 
could quickly run upstream to the wholesale and 
manufacturing sectors. General reductions in prices 
would then lead to anticipation of further general 


‘In the first quarter of 1951 the personal consumption expenditures 
of individuals were about four times as great as government 
(including federal, state and local) purchases of goods and services, 


and probably about nine times as great as the capital expenditures 
of business. \ 
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reductions; inventories (acquired at high prices) 
would look bigger as buying dried up; unemployment 
would spread, and (although real wage rates would 
start up again as a result of falling prices) aggregate 
purchasing power would subside. 

Somewhere in the pattern, either as an originating 
factor or as a result of declining demand and falling 
prices, capital expenditures would start downward, 
and recession would be on in force. 

This capsule analysis of one kind of recession is 
not intended to replace textbooks on the subject. 
With some exceptions, however, it is an adequate 
description of what happened in late 1948 and 1949. 
And it helps to illustrate how different is the situation 
today. 

In some ways the outlook may in fact be more 
ominous now. Consumer stocks and debt are higher. 
Business investment in inventories is higher. Prices 
are higher. Business loans have moved into an area 
where some liquidation may be necessary. The hous- 
ing and durable goods industries, which played a 
critical role in supporting both demand and output in 
1949, have eaten further into the postwar market. 

But some of the basic conditions of recession are 
clearly missing. Barring any change in the scope 
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of the rearmament program, it is hard to visualize 
unemployment on a scale that would cause any seri- 
ous decline in aggregate personal income. Again, 
price expectations on the part of consumers and 
businessmen are less positive now than they were 
a few months ago. Controls and the unexpected 
abundance of consumer goods have seen to that. But 
climbing military output and impending cutbacks 
in consumer goods make any major reduction in the 
general price level very improbable. So price expec- 
tations—one of the major factors that gives recession 
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its cumulative character—seem unlikely to undergo 
any sharp change. 

Again, the Treasury’s cash surplus of the first quar- 
ter should be sharply reduced in the months ahead 
as defense expenditures rise. 

Finally, the demands of the rearmament program 
for the expansion of the nation’s productive capacity 
gives strong assurance that spending in the critical 
capital goods area will continue upward even in the 
face of a sharp and protracted dislocation of consumer 
markets. 

The recession possible under such limitations does 
not now seem to have any broad implications for the 
general business. picture, however painful it may be 
for retailers (and those manufacturers catering to 
the consumer who have not yet developed a military 
backlog). 

Something like such a recession was in fact experi- 
enced late last year, when the pace of retail trade 
(seasonally adjusted) fell a dramatic 10% in the 
three months following the heavy buying of July and 
August. 

The shrinkage could be as sharp or sharper now. 

But there is still little reason to believe that such 
a recession can escape in force from the retail market 
and work its way through the business structure. 

The connection between the mobilization program 
and the downturn in retail trade works both ways. 
While the nation’s growing military effort should 
certainly act to confine the trouble in the retail mar- 
kets to very narrow limits, even a relatively short 
period of inventory adjustment may help to speed 
the mobilization. For one thing, the flattening of 
the price level in the past two months—and its ap- 
parent downward drift in early April—has doubtless 
eased the problem of price stabilization. It should 


Retail Sales as Per Cent of Disposable Income 
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also take some of the edge off wage stabilization 
issues.1 

Just as important, the slowup in demand for 
civilian goods may help to shake out the labor force 
and permit it to shift more rapidly into war work 
than it would in the face of booming civilian demand. 
The assignment of shifting workers to defense produc- 
tion originally appeared to fall to the National Pro- 
duction Authority and its materials orders, which 
were expected to create a certain amount of unem- 
ployment in civilian industries because of materials 
shortages. 

But the reduction in civilian demand is already op- 
erating in tandem with the materials orders. In 
early April, cutbacks of employment in the automo- 
tive industry because of limitations on metal con- 
sumption were appearing simultaneously with layoffs 
in some appliance and soft-goods industries because 
of falling demand. The television industry, which 
by March had substituted its way out of many of its 
major supply problems, began to cut output because 
of the pressure of backed-up stocks at the distributor 
level. 

If cutbacks in this and other consumer industries 
should grow in the weeks ahead, the tightness in the 
skilled labor market could ease appreciably. That 
would facilitate further rapid rises in employment 
at aircraft, munitions and machinery plants, whose 
demands for labor are expected to increase sharply 
during the second and third quarters.? 

This doesn’t mean an easy solution to the mobili- 
zation’s long-run manpower problems. The labor 
supply, in fact, continues to be a major area of con- 
cern, although the more sensational developments in 
inventories and retail trade have temporarily taken 
the spotlight. By March, most of the normal sources 
for expansion of the work force had been heavily 
drained. Unemployment had fallen to 2.1 million, or 
about 3.4% of the civilian labor force. 

The percentage of the adult civilian population in 
the labor force was already high: more than 83% of 
men and more than 33% of women.* Of the 8.7 
million males outside the labor force, 7.5 million were 
either in school, unable to work, or over sixty-five 
years of age. Of the 37.9 million women not now 

*On the other hand, it could reduce the chance that Congress will 
do anything about ceilings on farm prices when the Defense Produc- 
tion Act comes up for discussion in the near future. (Farm prices 
declined about 0.6% between February 15 and March 15, and con- 


tinued to move generally downward in late March and early April.) 


And it could play hob with proposals to take another tax bite out 
of the consumer. 


From the standpoint of the mobilization, such a shakeup might be 
very desirable. Increases in home ownership, wider coverage of 
pension plans and the relatively narrow spread of wage rates as 
between defense and nondefense industries have tended to make the 
labor force much less mobile than it was in the days of World War II. 


_ *The rates in 1944 were 87% and 37%, respectively. But intangible 
Incentives were much greater then; and the high birthrate in the post- 
war years has made for a sharp increase in the number of children 
requiring home care. 


employed or looking for work, 37.6 million were either 
keeping house (32.6 million), in school, unable to 
work, or over sixty-five years of age. 

The seasonal increase in unemployment that nor- 
mally occurs in the first months of the year did not 
materialize this year. For defense production in the 
durable goods industries continued to absorb the 
labor released during the winter slowdown by the 
seasonal industries—contract construction, agricul- 
ture, lumber, and some nondurable goods manufactur- 
ing industries. 

The spring revival of these industries is already 
putting heavy pressure on the labor market. The 
industrial production index has recently been giving 
a rough indication of what this pressure may be like 
in the manufacturing sector. In March the season- 
ally adjusted index stood at 223, eight points above 
its November level. But almost all the increase 
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lay in the seasonal adjustment; the unadjusted meas- 
ure of real output had shown almost no change (see 
chart, page 163). At the end of the second quarter the 
seasonal adjustment becomes negative; that is, as 
seasonal output rises to its peak, the adjusted index 
will fall below the unadjusted index. For the seasonally 
adjusted rate of output to maintain even its current 
level, a considerable increase of production workers 
—perhaps about 300,000—will be required. 


ll. HOW HIGH CAN 


HERE is a glut of goods. No question about 

that. But that glut is not universal. It is con- 
centrated at the retail level. So much as has backed 
up into the manufacturing end is unevenly distributed. 
As a matter of fact, stocks in some manufacturing 
lines are barely adequate; in others, actually dis- 
turbingly low. 

This situation, like most other business facts these 
days, is an outgrowth of the defense program. Gen- 
erally, oversupply in distribution channels slows the 
wheels of production, and goods pile up all the way 
back to basic producer levels. But now, most pro- 
ducers are expecting cutbacks in civilian output 
once military production moves into high gear and 
so are turning out all the wares they can. This, despite 
a slowup of retail buying. 

Moreover, there is no indication that stuffed pipe 
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Any losses of employment in consumer industries 
during the retail lull may thus be hard to replace in 
coming months. When the consumer’s buying urge 
revives, he may find that labor scarcity, as well as 
materials shortages, has cut back the flow of civilian 
goods. 


ALBERT T. SOMMERS 
Division of Business Economics 
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lines will bring substantial cutbacks in the near fu- 
ture. Orders from producers of basic metals and 
most soft goods continue heavy. The basic metal- 
makers, particularly, continue to scrape supply bar- 
rels to turn out record production. 

Naturally output cannot continue indefinitely to 
flow into inventories no matter how favorable the 
outlook for six months or a year hence. Scattered 
reports of production cutbacks have already appeared, 
and inventory liquidation at retail and in some manu- 
facturing establishments is pronounced. But if mili- 
tary output and spending continue to move up 
quickly, substantial production slowdowns owing to 
bulging inventories are unlikely. 

Inventories began their upward surge last sum- 
mer. By the end of February, 1951, total business 
stocks (seasonally adjusted) had a book value of 


Manufacturers’ Inventories by Stage of Fabrication 
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THE INVENTORY PICTURE—BY INDUSTRY 
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nearly $65 billion, or over $11 billion more than on 
July 31, the low point after Korea.t Half the dollar 
rise was in manufacturers’ inventories, but distribu- 
tor’s stocks showed the largest relative increase, one 
of about 24%. 


The sharp rise in the value of goods on hand is 
mostly owing to uppricing of inventories, since physi- 
cal volume rose nearly 10% between July and Feb- 
ruary. This sizable increase is nevertheless small 
compared with a dollar rise of more than 21%. 

Output has kept pace with increased manufac- 
turers’ stocks. Production (seasonally adjusted) was 
up about 13% from July to February. Through Janu- 
ary, the rise in unit retail and wholesale inventories 
was pretty much matched by the increase in retail 
and wholesale unit sales. But February sales fell 
off, and distributor stocks looked proportionately 
heavy. (See story on page 171.) March inventory fig- 
ures were not available at the time of writing, but, 
with retail sales continuing to sag, continued inven- 
tory growth is indicated. Confirming this accumula- 
tion was the fact of increased bank loans and trade 
reports of well-stocked showrooms and factory ware- 
houses. 


Factors contributing to inventory accumulations 
since Korea are not difficult to surmise. From July, 
1950, to the end of January, 1951, a good deal of the 
heavy buying of goods for storerooms was appar- 
ently speculative. Government pronouncements about 
coming shortages and World War II industry experi- 
ences clearly pointed to goods rather than cash as 
the best investment. Heavily stocked storerooms 
then were something to be desired if, as was uni- 
versally believed, many consumer goods and indus- 
trial materials would become scarce and high in price 
whenever available. 

The speculative nature of the price-hedge buying 
of the last six months of 1950 is reflected in the sharp 
upswing in bank loans, and in the accumulation of 
raw materials inventories.2 (See charts.) In fact, 93% 
of the total dollar increase in factory stocks from July, 
1950, to January, 1951, was in raw materials and goods 
in process. 

Involuntary inventory buildups—those caused by 
canceled orders and buyer resistance—are usually 
reflected in a backing up of finished goods rather than 
in raw materials. Through January, book values of 
finished goods showed only small increases. And it 
would appear that when the dollar figures are cor- 
rected for price changes, unit stocks of finished wares 
at factories actually declined since Korea. 

1The buying rush in July drew inventories down $1 billion. 


2The inventories of raw materials, goods in process, and finished 
goods shown in the chart are considered from the point of view of 
the individual company. For example, sheet steel is a raw material 
of an automaker, but a finished good of a steel rolling mill. Hence 
the rise in raw materials inventories since July should not be con- 
fused with a rise in stocks of basic commodities. 
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As late as last Christmas, distributor inventories, 
though sharply higher than in the previous year, did 
not evoke undue concern among retailers and whole- 
salers. Heavy consumer buying in January even 
made large supplies of goods on hand appear normal, 
especially when new consumer goods were expected 
to be scarce within a few months. Hence, despite 
the heavy stocks of some manufacturers and dis- 
tributors, there was little “inventory problem” as 
late as early February. 

But by then it had already become apparent that 
consumer goods output would not be cut—at least 
immediately. Record first-quarter automobile as- 
semblies were already in sight at the beginning of 
1951. Television-set production, scheduled to undergo 
very sharp curtailment because of shortages of key 
materials, continued high. And over-all consumer 
goods output not only failed to decline but actually 
set some new highs. 

Coupled with this surprising outpouring of goods 
was the equally unexpected drying up of consumer 
buying at retail. High January retail sales, 22% 
above January, 1950, in dollars and nearly 11% in 
unit volume, contracted sharply in February and ap- 
parently continued low in March and April. Easter 
consumer buying was disappointing, and the current 
sales outlook of many retailers is unfavorable—at 
least for the next few months. 


SOME INVOLUNTARY ACCUMULATION 


The reversal of both the sales and production out- 
look for consumers’ goods since February produced 
numerous reports of involuntary accumulation of 
goods by distributors and some manufacturers. Bulg- 
ing stocks of television sets and some appliances are 
causing considerable concern. It has been estimated 
that more than a million TV sets are in the pipe 
lines of industry. About four fifths of these are held 
by wholesalers and retailers. At the end of March, 
factory warehouses had about 270,000 sets, or about 
eight times the levels of March, 1950. Wholesalers’ 
stocks were estimated at about 400,000 at the close 
of January (the latest available figure), or three 
times higher than in 1950. There are no figures on 
retailers’ holdings, but they are believed to be con- 
siderably in excess of a year ago. Current purchases 
may still be close to spring, 1950, levels despite the 
backup, since sales of sets in January and February 
were well above those for the same months of 1950. 

Stocks of refrigerators are apparently above a 
year ago. Retail sales slumped late in February, and 
accumulations of refrigerators in retail showrooms 
are reported. Stocks of many types of furniture are 
heavy, as are hardware and retail stocks of irons, and 
some electric ranges. 

Not all appliances are glutting retail and wholesale 
channels. For example, inventories of radios, auto- 
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matic washing machines, clothes driers, and some 
freezers do not appear excessive, and in many in- 
stances are low. 

Sales of used cars slowed up early this year, and 
as a result dealer stocks are heavy. Sales of new 
cars matched the record output closely through the 
first two months of this year. They sagged in March, 
causing a significant increase in new cars in dealers’ 
hands. Estimated number of cars in transit and in 
the hands of dealers, according to Automotive News, 
increased 30% in March. At the beginning of April, 
they were 31% above a year ago. 

Inventory problems also plague makers and users 
of soft goods. Cotton and rayon converters had built 
up large inventories of raw cloth during the summer 
and fall of 1950 in anticipation of heavy demand early 
this year. The converters’ customers, also had cut 
large quantities of clothing. When customers failed 
to come into stores to buy, cloth and clothing inven- 
tories backed up and many firms are now liquidating 
their overbought positions and canceling orders from 
weaving mills. There has been some inventory build- 
up by wool clothing makers and of wool goods at re- 
tail, but the problem is not so severe as in cottons and 
rayons. Trade sources expect heavy fabric inventories 
to be worked off within two or three months. Stores 
of shoes are also reported to be overloading shop- 
keepers’ shelves. 


BASIC PRODUCER STOCKS LOW 


In apparent contradiction to these reports of heavy 
inventories are the low or only adequate stocks of 
basic producers, especially those in the metal indus- 
tries. For example, supplies of steel scrap are very 
low. With steel being poured in record quantities, 
scrap supplies are likely to continue tight. Inventories 
of alloying materials, coke and other materials at steel 
mills are also low. 

Very low stocks of copper-base scrap have forced 
many brass and bronze ingotmakers to curtail output. 
Supplies of other raw materials of nonferrous pro- 
ducers are generally tight. Supplies of refined non- 
ferrous metal at smelters and rolling mills are low. 

Up one notch at the metal fabricator level, inven- 
tories are somewhat more plentiful. Automakers are 
certainly not overloaded with steel, and plating and 
wiring metals are tight. Tire inventories are also low. 
Inventories of steel shapes held by most fabricators for 
civilian use are probably adequate, but surely not ex- 
cessive. NPA inventory orders prevent overstocking. 

Freight-car producers have ample supplies. Other 
holders are well stocked with steel. But according 
to Iron Age, many find that the types of products 
they hold do not fill requirements. For example, 
one steel user may have sufficient sheets, but not 
enough alloyed bars to keep production running 
smoothly. 


Inventories of natural and synthetic rubber held 
by producers at the end of January, 1951, were a 
fourth under a year ago. Tight supply situations in 
many chemicals also indicate low inventories. Stocks 
of both crude and refined petroleum have not under- 
gone any material change since last year. Portland 
cement inventories were very low several months back 
(adjusted for seasonal variation), but have recently 
been replenished to some extent. 

Raw cotton stocks in warehouses and textile mills 
are low. Some users are worried that problems of 
supply will arise before the new cotton crop is routed 
into commercial channels. Others, however, believe 
existing supplies are adequate. Stocks of wool and 
rayon fiber are apparently sufficient for the present. 

Lumber at mills at the end of March was about as 
much as in March, 1950. At the higher processing 
stages, inventories of paper and board mills are also 
either at, or less than, the level of 1950. Stocks of 
plywood and flooring are generally lower than in 1950. 

Coal and some food products are among the few 
major raw commodities in plentiful supply. Coal 
stocks at the end of February were nearly triple the 
levels of February, 1950. Meat in cold storage at 
the end of February was higher than in 1950, but 
inventories are small relative to output, and changes 
of even a large magnitude are seldom significant. 
Wheat at flour mills is in good supply, as is flour. 
And stocks of canned goods and other processed foods 
are ample. 


DISPARITIES STAND OUT 


This survey of goods and materials on hand at 
various levels of the productive and distributive stages 
suggests several generalizations about “the inventory 
problem.” Stocks are decidedly unbalanced. Inven- 
tories are heaviest at retail, moderate at fabricating 
stages, and generally low in basic industries. How 
long can this unusual situation prevail? Certainly if 
civilian output continues high and consumer demand 
remains dormant, inventories could build up to levels 
where problems of financing become insuperable. 
Then cutbacks in production of civilian items could 
mushroom. And if rising military output does not 
take up the slack, an inventory recession similar to 


_ that of 1949 could occur. 


The growing rate of military spending is generally 
expected to pad incomes and spur consumer spending 
within a matter of months. But will it be sufficient 
to close the gap between factory output of consumer 
goods and sales at retail? 

There is no pat answer on how much inventory 
business will be willing to hold or how much short- 
term production schedules will be affected by heavy 
stocks. Many of the smaller distributors and manu- 
facturers have little choice. They are finding it diffi- 
cult to get bank-loan extensions to hold more than 
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normal inventory requirements, and are being forced 
to clear their bulging shelves to get cash to meet 
bills and payrolls. 


But the lion’s share of inventories is held by the 
larger firms, and what they do will determine how 
inventories influence the business situation. These 
larger businesses have the financial resources to hold 
abnormally high inventories. And so far it appears 


that they are setting aside additional working capital 


to hold their stocks.1_ If consumer goods shortages 
continue to be expected by industry within six to 
nine months, inventories will probably be held off the 


'Television producers are an exception. One major company is 
attempting to clear heavy stocks of TV sets. 
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market and output of civilian goods maintained at 
current levels. 

Right now, opinion seems to lean in the direction 
of holding goods as insurance against shortages. If 
this outlook remains unchanged for a few months it 
it highly unlikely that anything more than a minor 
dip in production will occur. However, the balance 
is precarious between those who look for shortages 
late this year and those who foresee a glut of goods. 
So it would not take much to tip the scales and start 
an unloading that would have pronounced effects on 
production schedules. 

ALAN GREENSPAN 
Division of Business Economics 


II. RETAILERS MISS THE TURN 


Sone. HEAVY, sales disappointing, cash short. 
This was the post-Easter retail story around the 
country. Total retail mventories at the opening of 
March, 1951, were valued at $17.7 billion, or 29% 
over a year ago. 

How did they get so high? 

Are they excessive? 

What are their future effects likely to be? 


Heavy inventories at the dealers’ level have caused 


' more than headaches within recent weeks. They have 


been responsible for price cuts, liberal trade-in allow- 
ances, and premium offerings for major appliances, 
furniture and television sets. But oversupply has not 
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been limited to consumer durable goods alone. Cloth- 
ing, for example, has also suffered. 

Of greatest immediate concern to retailers is the 
overextended credit situation into which heavy in- 
ventories has thrust them. Loans obtained some 
months ago are now falling due. In order to meet 
the payments, dealers have been forced to move 
stocks even though sales continue to lag. While small 
dealers have been pressed to make loan repayments, 
larger dealers have found difficulty in securing cash 
to finance operations. ° 

Pressure is being placed on banks to tighten u 
business credit. The Voluntary Credit Restraint Com- 
mittee of the Federal Reserve has urged financing in- 
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stitutions to reduce loans on inventories. The com- 
mittee emphasized that “an important part of the 
abnormal increase in inventories has been financed 
by borrowed money. . . . Excess inventory accumu- 
lation has already contributed directly to the rise of 
wholesale and retail prices beyond any level justified 
by the supply situation.”? 

Nevertheless, business loans have continued to 
rise. In recent weeks, they have been about 40% 
above year-ago levels. 

Usually, a balanced merchandise inventory is main- 
tained through merchandise control systems which 
reveal the present and expected rates of sale; the 
stock on hand; the stock on order; and the time it 
takes to secure re-orders. But prospects of material 
shortages, rising costs and heavy consumer demand 
caused retailers to discard the usual system and to 
stock up heavily on all sorts of goods after the Korean 
incident. 

The procedure for estimating future consumer de- 
mand is in any event a recurrent and tricky problem 
for the distributor; he must continually study the 
market situation and integrate the outlook for all 
factors that effect supply and demand. 

This time, it appears that the retailer was wrong 
on two counts in overestimating future demand and 
underestimating future supply. 


CUTBACKS. LESS SEVERE 


Cutbacks of civilian production were expected to 
be more severe and to occur earlier than they did 
or even now seems likely. Shortages and delivery 
delays that were expected to hit in early 1951 never 
occurred. The flow of goods from production lines 
in the first quarter obviously exceeded general expec- 
tations. 

Despite two waves of consumer buying—after 


iFrom Bulletin No. 1 of ‘the Voluntary Credit Restraint Com- 
mittee, March, 1951. 
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Korea and in January, 1951—retailers banked on con- 
tinued scare buying. For many reasons—some 
known, some unknown—consumers have relaxed their 
buying efforts within recent months. 

Among the many factors that can be cited for the 
sales lag are: 


1. Heavy consumer inventories which dampened the 
tendency to repeat earlier buying sprees; 

2. Lessened and fluctuating international tensions; 

3. Consumer price resistance; 

4. Income-tax payments falling due March 15 (in addi- 
tion, last year’s windfall of National Service Insurance 
dividends was not there to prop hard goods sales and cover 
tax payments); 

5. The Kefauver Senate Crime Committee hearings 
which televised to a multimillion audience, may have kept 
customers from stores; 


6. Poor weather conditions hampering Easter buying; 
7. Delayed effects of Regulation W which raised the 


downpayment and limited the period of repayment for auto- 
mobiles, major appliances, furniture and floor coverings 


Retail durable goods inventories were up 34%, and 
nondurable goods up 26% at the beginning of March. 
How much of this total increase reflects price rises and 
how much uptrading to better-quality, higher-priced 
goods is not readily determinable. But there is little 
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doubt that the physical volume of inventories rose. 

Retail inventories have risen almost uninterrupt- 
; edly since July, 1950. On the other hand, sales, which 
shot up in July, subsided that fall. As a result, the 
ratio of total retail inventories to sales reached a 
post-World War II peak in the last quarter of 1950. 
A secondary buying spurt in December and January 
forced the inventory-sales ratio down toward more 
normal levels. But the sales lag since January, 1951, 
coming on top of multiplying inventories, again raised 
_the ratio of inventories to sales above usual levels. 
All major segments of the retail trades have experi- 
enced some increases in their inventory-sales ratios. 

The rise over a year ago has been most pronounced 
in jewelry stores and home-furnishings stores. The 
ratio for general merchandise, apparel, building ma- 
terial-hardware, and food stores increased substan- 
tially. Drug stores and automotive dealers had the 
smallest rise. (See table.) 

Up to this point, dollar values have been discussed. 
Translation of the dollar value of inventory to units 
requires deflation of the dollars by an appropriate 
price series. But retail inventories are reported at 
bock value (representing the cost of goods bought at 
different time periods) while sales are reported at re- 
tail value. Because of this timing and valuation 
difference, it is difficult to obtain a price series usable 
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1 i d limited-function wholesalers. Inventory-sales ratios are derived by 
ide cod ot-meosth stocks at cost by total sales, as reported to the Bureau of the 
Census by a sample of wholesale establishments. 
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for retail inventories. This does not- hold for depart- 
ment stores since they report inventories at the same 
current retail price levels ‘as they do their sales. There- 
fore, the Lifo department-store inventory price index 
compiled by the Bureau of Labor Statistics may be 
employed to deflate both series. 


VOLUME ALSO ROSE 


Total inventories in units and total sales in units 
for all department stores are presented in the accom- 
panying chart. It clearly shows the concomitant in- 
crease in unit inventories and the decrease in unit 
sales that generally occurred in retailing starting in 
February. As unit sales dropped sharply in Febru- 
ary, unit inventories rose.1_ Consequently, the ratio 
of unit inventories to sales rose greatly over com- 
parable year-earlier levels. 

Unit department store inventories were as much 
as 12% above year-earlier levels at the opening of 
March, 1951. Unit stocks rose even further in March, 
according to individual retail reports, as sales de- 
clined further. While heavy commitments were being 
filled and shipped to retail outlets, consumer demand 
contracted. 

Are retail inventories at dangerously high levels? 
The answer to this question lies in the outlook for 
sales. At the opening of this year, retail inventories 
broke through all previous levels; but so did total 
sales, and inventories were not dangerously high so 
long as sales continued apace. 

While the present level of sales might well justify 
serious concern over the present level of inventories, 
demand for consumer goods is likely to pick up in 
the near future. Present inventory adjustment may 
mean short-term unemployment and a cutback in 
purchasing power for some. But in the long run, 
consumer income is likely to increase under an econ- 
omy characterized by defense mobilization. 

And the accelerated pace of defense production is 
expected to result in rising employment by late 
spring or early summer. Length of the work week 
and perhaps wage rates are likely to increase and 
unemployment is expected to decline still further. 
Tax increases will siphon off some purchasing power. 
But if the recent tendency toward price stability 
continues, the unit purchasing power of the dollar will 
be maintained. Barring a halt in defense production, 
earnings and purchasing power—and so sales—are 
likely to be maintained at high levels. 


WHOLESALERS IN SQUEEZE 


When consumer demand subsided and retail inven- 
tories began to accumulate, retailers clamped down on 
buying. Before long, the wholesaler was caught be- 
tween a flow of goods from the manufacturer and a 
curtailment of outgoing deliveries to the retailer. Col- 


1Both seasonally adjusted. 
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lections from retailers slowed up as well. Inventory 
accumulation, however, was not reflected as early at 
the wholesale as at the retail level. 

That much can be gleaned from trade reports, offi- 
cial data are not sufficiently current to substantiate 
this as a general fact. The accompanying chart shows 
that at the close of February, 1951, demand of whole- 
salers’ customers was so great that, despite the rise 
in total wholesale inventories, they were smaller as 
compared to sales this year than they were a year 
ago. At the close of February, 1951, this general 
situation in the wholesale field contradicted the re- 
tail picture. Details showing heavier inventory-sales 
ratios this year than last in some wholesale categories 
appear in the table. March and April data are ex- 
pected to show a rise in wholesalers’ stocks. 


THE NEXT TURN 


A cutback in orders at the retail level has already 
partly curtailed production at the manufacturing 
level. Reduced work-week schedules and layoffs at 


IV. 


HE frenzied race continues; prices vs. wages. 

Unlike most races, however, the contestants aren’t 
getting anywhere. They are on a sort of treadmill. 
If the wage earner isn’t lucky though, he isn’t even 
in the race. Notwithstanding the publicity on escala- 
tors, only one out of every five factory workers is 
covered by this kind of agreement. White-collar 
people, clerical, executive, and professional, are for the 
most part not keeping pace with HCL. And even 
those who are matching the rising cost of living, 
thanks to healthy raises in recent months, are often 
stymied by the growing tax burden. 

Current fragmentary reports on prices for consumer 
goods are, however, quite cheerful. Output of cars, 
TV sets, refrigerators, and soft goods particularly 
have held up surprisingly close to, or in some cases 
exceeded, record 1950 levels. Despite threats of ma- 
terials shortages, credit restrictions, price and wage 
stabilization, and manpower problems, civilian goods 
are still plentiful. Furthermore, incomes are hold- 
ing up well and layoffs have only recently assumed 
any importance. 

With a stepup in arms production, which will come 
as plants complete tooling up, will merchants’ groan- 
ing shelves give way to stock under the counter, with 
the attendant difficulties and dodges reminiscent of 
OPA and World War II? If that should happen 


some factories in recent weeks are directly attribut- 
able to the inventory glut at the retail level. As de- 
mand lagged, retailers’ requests for delay in delivery 
dates mounted and cancellation of orders became 
more prevalent. 

If retailer reactions after similar instances in the 
past are any clue, then presently congested inven- 
tories may result in a very cautious and open-to-buy* 
attitude for summer and fall. On the other hand, 
when the short-term correction is completed, retailers 
could resume their normal ordering pattern. If 
manufacturers do not anticipate this turn correctly, 
a delay in the free flow of goods to the retailer, and 
consequently some shortages for this reason, might 
appear later this year. Excessive and swift correction 
of the inventory picture now may create spotty 
shortages in the not-too-distant future. 


Resa EISNER 
Division of Business Economics 


1Reserving funds without making commitments for future orders. 


PRICES AND WAGES IN RAT-RACE 


again, the consumer can look for only short-lived re- 
lief from the spiral of inflation. 

So much for the present pleasant picture and the 
less sanguine longer-term outlook. The latest batch 
of concrete labor statistics refers mainly to February 
because of the time required to gather and process 
the raw data. 

The “cost of living” figure for the fifteenth of that 
month was 174.6% of the January, 1939, level. This 
is the highest ever recorded and is some 7.6% above 
the index for June 15, 1950. 

A dollar, therefore, would buy only about three 
fifths as much as it did in January, 1939. Its value 
in February was only 57.3 cents, based on 100 cents 
for January, 1939. 


A YEAR OF INCREASES 


For a full year there has been an upward trend in 
consumers’ prices. According to THe ConrerEnce 
Boarp’s index, the housewife was paying 9.7% more 
for family necessities in February than she was a year 
earlier. And the general freeze hadn’t slowed things 
down much. From mid-January to mid-February, 
prices jumped 1.4%. 

Food is relatively free from controls, since the 
majority of farm products which come under the 
parity system have been selling well under parity. 
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Over the month, the general level of food prices was 
increased by about 2.4% Just about every food item 
in the index showed an increase over the levels of 
the previous month. The sharpest increases were 
reported for fresh fruits and vegetables; adverse 
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weather and the railroad strike were important 
factors. 

Meat prices also were substantially higher. Higher 
prices for cattle and hogs were accompanied by siz- 
able markups in beef and pork. 

Some relief may be in the offing, however, since 
resistance to high price tags has caused some piling 
up of inventories. A government report of food 
prices at the end of March showed a slight decline. 
Some caution must be exercised in the use of these 
figures, however, as experience over the past few 
months has shown that they have been substantially 
out of line with mid-month figures. 

Prices of clothing were also up all along the line. 
The situation that has been developing in the wool, 
cotton and leather markets continued to affect retail 
clothing prices. The index increased 1.2% from Janu- 
ary to February, moving family costs 8.3% above the 
level last year. 

Prices of housefurnishings slowed their stiff race 
of last fall. Although higher prices were reported 
for some of the major appliances, across-the-board 
increases, so evident in the fall, were missing from 
February price reports. Soft goods, such as sheets, 
curtains and rugs, were generally higher. The Febru- 
ary index was 1.7% higher than a month earlier, with 
a rise of 16.4% for the year-to-year comparison. 

Fuel prices were slightly higher, as bituminous and 
anthracite coal prices were advanced to offset the 
rise in miners’ wages. Miscellaneous costs over the 
month were 0.1% higher, bringing the index 4.4% 
above its level of a year earlier. 

Weekly earnings for the country’s factory workers 
again hit a record figure in February. The pay check 


Consumers’ Price Index for Fifty-four United States Cities, and Purchasing Value of the Dollar 
; Index Numbers, January, 1939 = 100 


i Clothing Fuel? Houses Porches 
Weighted : ng 

Date Redes of| Food ‘| Housing! furnish- | Sundries tbat ines, 

Ba ms Total Men’s Women’s Total Electricity Gas ange he 

1950 February............ 159.1 199.3 114.7 142.7 155.7 131.8 130.37 90.37} 102.6 147.9 155.6r 62.9 
anna si eayercybystenes 159.7 201.0 114.8 142.6 155.5 131.7 130.6r 90.3r| 102.5 147.7 155.7r 62.6 

Apr aly rac Uoasre cereals 160.0 201.0a) 115.2 142.5 155.5 131.5 131.47 90.3r| 102.3 148.1 156.17} 62.5 

MY coca sie) exsiisyoiorausveuehe 161.17} 204.5 115.4 142.5 155.6 131.4 128.8r 90.5r| 102.3 148.1 156 .3r 62.1 

IUTE Sse cerarsesetees 0 ser? 162.2 207.8 115.3 143.0 157.0 131.1 128.57 90.37} 102.3 148.3 156.5r 61.7 
MULL Goacaestocetn,cxates ote: Bee fanaa 164.67} 213.56) 115.8 143.2 157.4 131.2 129.07 90.47} 101.5 148.9 157.77 60.8r 
AU QUIS ve crt cic Sievers ars 165.2r| 213.5 115.9 143.9 158.0 132.0 130.47 90.47} 101.4 153.4 158.47 60.5r 
September... .:. 02... 166.17} 214.6c) 116.0 146.3 159.7 135.0 131.27 90.47) 101.4 156.3 159 .0r 60.2r 
Octoberxe.-' esses 166.3r| 213.5d| 116.3 147.4 161.4 135.6 132.0r 90.4r} 101.47} 160.4 159.47 60.1r 
November.......... 167.2r| 214.8e] 116.47} 148.9 163.3 136.7 132.37 90.47] 101.27) 163.3 160.17 59.8r 
December........... 170.0r| 221.5 116.9 150.4 165.4 137.7 132.47 90.47} 101.27} 165.97} 161.17 58 .8r 
Annual average......|_ 163.47| 208.8 | 115.6| 144.7] 158.4] 133.2 | 130.57} 90.47] 101.8) 158.0] 157.67| 61.2 

ERPAR Lied steno 172.2 995.9 117.1 152:.7 169.1 138.9 132.6 90.4 101.2 169.4 162.3 58.1 

sft cata eos eRE Nees 174.6 231.3 117.6 154.5 171.3 140.3 134.8 90.8 101.2 172.2 162.5 57.3 

Percentage Changes 
0.4 1.7 +0.1 1.4 
1951 to Feb., 1951.. +1.4 +2.4 +0.4 +1.2 +1.3 +1.0 +1.7 + | 
tie 1950 to Feb., 1951.. +9.7 | +16.1 +2.5 +8.3 | +10.0 +6.4 +3.5 +0.6 -1.4| +16.4 +4.4 -8.9 
dBased on food for October 16, 1950. 
sates eae tr ee Faset on toed brices for duly 13, 1000, sBaiod.on igod pricss-idr Deceriben 14; 1900, 
ee eas cBased on food prices for September 14, 1950. rRevised. 
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was $64.08, against $58.85 in June, 1950, the 
month just prior to the start of war in Korea. The 
rise of 8.9% from June to February compares with 
a 7.6% advance in the consumers’ price index. 

Hourly earnings of $1.56 in February were up 
7.6% from June, 1950, and 10.1% more than the 
February, 1950, figure. The work week remained 
about static at forty-one hours for the seventh con- 
secutive month. The rise in weekly earnings must 
therefore be attributed to higher wage rates on the 
average and a shift to higher-paying durable goods 
industries. It is significant that through February 
there had been no noticeable losses in hours worked 
attributed to materials shortages. 

The March employment totals reveal a sharp rise 
from February. The increased tempo of defense and 
a seasonal pickup in agricultural hiring raised em- 
ployment to 60.2 million. This was a million and a 
quarter above February, one of the biggest February 
to March increases on record. The March figure was 
2.6 million greater than in that 1950 month. 

Along with a normal seasonal expansion in trade 
and construction, manufacturing employment regis- 
tered big gains, contrary to the usual pattern for this 
time of year (February-March). A glance at the 
classified ads for help wanted in defense plants will 
explain this contraseasonal thrust. Manufacturing 
employment of more than 16 million in March, a 
month later, was the highest since World War II. 

With industry and agriculture needing more men 
(and women), the months ahead may bring a severe 
pinch. Even without a severe draft in the immedi- 
ate future, more women and older men will be called 
into the labor force as the unemployed reserve shrinks. 
The March level of 2.1 million was the lowest for 
the month in four years and showed a drop of some 
300,000 from February. This unemployment pool 
amounted to 3.4% of the civilian labor force com- 
pared with a March, 1950, unemployment of 6.7% 
of the labor force. And not all the 3.4% remaining 
can be counted as available. Perhaps 2%, the World 
War II low, must be considered the irreducible min- 
imum. 

Layoffs in February of 7 persons per 1,000 em- 
. ployed were the lowest for this month since World 
War II. Factory hiring, on the other hand, was main- 
tained at about 46 per 1,000. This accession rate was 
well ahead of the combined separations total of 37 per 
1,000; this latter aggregate includes layoffs, quits, and 
other separations. 

The durable goods classification which includes the 
bulk of the defense plants, reported only 6 layoffs 
per 1,000 employees in February. This was less than 
any February since 1943. 


Pauut W. Dickson 
Statistical Division 


V. OUR INFLUENCE ON 


F WAR HAS TRADITIONALLY meant infla- 

tion, so has rearmament, although perhaps to a 
lesser extent. And if the World Wars brought world 
inflation, so has today’s world-wide rearmament. For 
prices around the globe have gone up not only because 
of rearmament but also because of fighting in Korea 
and Indo-China and the fear of more to come. _ 

Since June, 1950, wholesale prices have risen in 
at least thirty-six countries. The increments have 
ranged from minor rises in the smaller Central Ameri- 
can republics to 31% in Finland. 

A similar though smaller ascent has developed in 
consumers’ prices. Here, at least forty-six out of 
fifty-one countries have lately shown increases. All 
told, the changes have ranged from a decrease in 
Burma to a rise of 19% in Iceland. 

Particular prices, especially in primary wholesale 
markets, have of course far outstripped the general 
averages. Tin, in several countries, has been up 
140% and higher. Cotton yarns show rises of as 
much as 35% to 50%. 

Circumstances prevailing in specific countries, or in 
single commodities in a country, or in the way a 
country’s statisticians have constructed group indexes 
affect the certainty with which particular comparisons 
may be made. But there can be no doubt about the 
main upward drift—or upward zoom in some cases. 
Stock piling especially has had world-wide effects on 
basic items such as rubber, wool, and tin. 


OUR RISES ABOUT AVERAGE 


Foreign critics have charged that United States 
rearmament and stock-piling practices are in large part 
responsible for the price upsurge—especially in the 
case of raw commodities in short supply. However 
this may be, examination of the data does not show 
that American prices have outstripped those of the 
rest of the world. On the evidence of such wholesale 
price data as are available, we appear to be about 
in the middle of the array. On the basis of consumer 
prices, we are about five sevenths of the way up, at 
least partly because food prices seem to have risen 
here more than in most other places. 

These conclusions, it should be noted, do not in 
any way indicate the relative importance of the rise 


1Most of the price data used in this article were assembled from 
the compilations published by the Statistical Office of the United 
Nations in its Monthly Bulletin of Statistics. They have been supple- 
mented by data from various national publications. 
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in United States prices—that is, such pull as they 
may have exerted on the prices of similar commodities 
in the rest of the world. Furthermore, the prices of 
internationally traded raw materials that are bought 
and sold on the open market tend to be uniform 
throughout the world. 


WHOLESALE AND RETAIL PRICES 


The general wholesale price index of the United 
States increased 17% between June, 1950, and Febru- 
ary, 1951. This puts the United States twentieth, or 
almost in the middle of the thirty-six countries 
for which data were assembled.1 Altogether, there is 
a cluster of about seven countries (five western 
European, the Philippines and Mexico) with rises of 
about the same magnitude. The rest, for the most 
part, are distinguishably above or below this range. 

Among those western European countries well 
above the United States are Finland, Spain, Belgium, 
Denmark, France, Austria, Western Germany and 
Italy. Portugal is the only nation in this area appre- 
ciably below. 

One rather striking conclusion emerges when the 
order of the countries is examined. Practically all 
countries in the accompanying table listed by the 
Rockefeller Report? as being in underdeveloped areas 
have had less of a wholesale price rise than have had 
the United States and other industrialized countries. 
(There are exceptions, to be sure.) 

At least two reasons may account for this. In the 
first place, the underdeveloped countries, in general, 
are not making so great a rearmament effort as the 
industrialized countries. Hence, inflationary pressure 
from this side is absent. In the second place, these 
countries do not import the rather extensive and im- 
portant variety of raw materials that have so spec- 
tacularly risen in price. On the other hand, if they 
export such products, it may not affect their own 
general price indexes in quite so direct a fashion—at 
least not through their own consumption. 

Late data on general indexes for textile product 
prices are available for twenty countries, most of 
them European. Through January, 1951, United 

1For the months of December, 1950, or January or February, 


1951, as available. Some qualitative allowances here and in the 
subsequent analyses were made for lags. 


“Partners in Progress,” a report to President Truman by the 
International Development Advisory Board, Simon and Schuster, 
New York, 1951, Table 1. 
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States wholesale textile prices had risen 31%, or 
twelfth highest among twenty countries.1 Australia 
heads this list with an increase of 97%. Practically 
all of the European countries show greater increases 
than the United States—ranging up to 62% in Switz- 
erland. There are only scattered returns from other 
areas. _ 

Canada, Venezuela and Guatemala are up 20% or 
better. New Zealand, India and South Africa have 
had minor or modest rises. 

There is less of a spread among the fourteen avail- 
able indexes of building material prices,” and, in this 
case, the United States is higher in the array. An 
increase of 18% puts this country in sixth place. 
Japanese building material prices show the most spec- 
tacular ascent—54%. In Latin America, Venezuelan . 
quotations were up 23%, Mexican 17%, and Guate- 
malan quotations were down. Five indexes in Europe » 
show rises of from 2% in Belgium to 15% in Switzer- 
land. 

For the major breakdowns of wholesale prices, the 
following table gives a comparison between the po- 
sition of the United States, and that of the United 
Kingdom, Switzerland, France, Norway, Sweden, and 
Belgium in January, 1951, or December, 1950, in re- 
lation to June, 1950. th 


; % Increase No. of Uncas 
Commodity Group Range Countries Position 
All commodities.......... meats 14-20 7 6 
Hoods iets ooo me eee ae 2-13 6 i 
Hides;: leather’... i=. ..sac.oes 29-46 4 4 
Pextilesince shee seb ek ears eae 25-62 7 6 
Metals; products...:.....---.. 9-544 5 5 
Building materials............ 2-12 5 Q 
Chemicals, products........... 4-26 6 1 


aSwitzerland. Other European countries between 11% and 19%. 


Canada was lower than the United States in all 
comparable major groups. 


Different Retail Groupings 


Examination of wholesale price rises for twelve 
specific commodities including two crude materials, 
two fuels, five semimanufactured metals, cotton yarns, 
and two foods appears to confirm the belief that 
United States wholesale prices, in general, are at 
about the world median.’ In these cases, comparison 
was made with two, three or four countries along with 
which the United States is an important importer or 
producer or both. The United States ranked second 
or third in all instances except in wheat, where this 
country was the highest of four. In pork, we were the 
only country to show a decline, and hence were the 
lowest of four. The United States was also far lower 
in cotton price increases, running way behind Egypt 


tNovember, December or January figures. 

2January or February figures. 

3February was available in most instances. 

4The classifications are conjectural in the two cases in the latter. 
category. In four cases, three countries were compared; in seven 
instances, four; and in one, five. France and the United Kingdom 
appear most often in the comparisons. 
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and Brazil. Export controls on domestic cotton no 
doubt accounted for the disparity. 

From the beginning of the Korean conflict through 
February, 1951, consumers’ prices in the United 
States increased 8%. This puts the United States in 
fourteenth place among a group of fifty-one nations.’ 
Iceland was at the head, with a rise of 19%. Burma 
(December data) was down 7.2%. A few others 
showed minor decreases, but these are also for De- 
cember. Since consumer prices usually move slowly, 
any increases at the lower end of the distribution, 
where there is a fair proportion of December figures, 
would probably not too drastically affect the relative 
standing of the United States. As the data stand, 
forty-four of fifty-one countries stand between -1.7% 
(Turkey, December) and +10.2% (Finland, January) 
in a gradual progression. 

The Latin American and the European countries 
are rather uniformly scattered throughout the array. 
There is not the same clustering of nations in under- 
developed areas at the bottom, and industrialized 
countries at the top, as is evident in the wholesale list. 

The United States appears to stand so high mainly 
because food prices, which have a heavy weighting in 
all consumer price indexes, appear to have increased 
here more than in most countries. With a rise of 
11.3%, we are eighth in food rises in a list of forty-four 
countries. Iceland also heads this food group, with 
a climb of 22.5%. Although there are striking excep- 
tions, the ranking in foods conforms more, rather than 
less, to the ranking in total consumer prices. 

In comparing increases in consumers’ fuel and light- 
ing materials in the United States with eight Euro- 
pean countries and Canada, we rank eighth. In cloth- 
ing, we stand fourth. In comparison with Canada, 
our prices have mounted more in all major groups 


except rent. Food, in particular, has gone up appre- 
ciably more here. 


THE MONEY SUPPLY 


The price movements of industrial shares appear 
to have very little relation to the relative amounts by 
which wholesale prices have increased. This held true 
for nineteen countries in January and eleven countries 
in February. In the latter month, United States in- 
dustrial stocks were up an average of 20% over the 
June, 1950, quotations. Stocks in Finland, Mexico, 
Sweden and Canada had risen more. 

Global price rises have been accompanied by a 
number of associated developments. Perhaps the 
most basic has been an increase in the money supply 
of most countries. The International Monetary Fund? 
has charted the recent experience of thirty-one na- 


‘December, January or February figures. 


*See the Fund’s International Financial Statistics for February 
and March, 1951. Money supply, in this compilation, consists of 
currency in the hands of the public plus demand deposits. 


tions, among which the Western Hemisphere, Europe 
and Oceania are well represented. India, Japan, the 
Philippines, Pakistan and South Africa are included. 
All countries except Norway, the Netherlands and 
Belgium have had at least modest increases since 
June, 1950. For some, notably Australia (17%) and 
Ecuador (16%), the rises have been more substan- 
tial. Our money supply expanded about 6%, a not 
uncommon rise in this group. . 
All increases in money supply did not derive 
from the Korean war. Many nations, including 
France, Italy and Switzerland, but chiefly the Latin 
American countries, as well as Australia, New 
Zealand, Japan, the Philippines and South Africa, 
were experiencing monetary expansion well before 
Korea. In some cases, the climbs were being recorded 
long before the devaluations of September, 1949; in 
others, the rises began then. Except for Japan and 
the European countries in this grouping, this devel- 


Wholesale Price Increases Around the World 


I 
Latest ie alee Developed (D) 
Country Month June, 1950 or Under- 
Available to Latest | developed (u) 
Month Areal 
Rinland); op. 0 ose es February 31 D 
JADA eR. 2a seems 15 eee January 29 D 
IAvistria;<tec goer trace eee February 26a D 
Branceicectitics ae eee February 26 D 
French Morocco..:......... February 26 u 
Spaits sce yecieee atte December 26 D 
Belgiume eer, pactcanrane January 25 D 
Denmark. ateek tees tcr ee February Q4 D 
Lebanon saaccemns sce res January 24 u 
Brazil sere peste oes December 23 u 
Ttaly 2st ses aie Soe eee January Q1 D 
Western Germany.......... January Qla D 
Greécein tetera ees December 19 u 
United Kingdom........... February 19 D 
Mexico: ..xetiecon. eon hrs February 18 u 
Norwaytse.c2 6 eee February 18 D 
Philippines? .j.c.ace ee February 18 u 
Sweden, sve akon - January 18 D 
Switzerland 2.4, «este oe February 17 D 
WnitediStatessossseeneeer February 17 D 
Indochinaz. bocce December 14 u 
Purkeys..ccdeen tus emer January 13 u 
Netherlands 72hc qseeeeee December 12 D 
Canadamaseae cee eget fe ie January 11 D 
Tran tncucttoh aie wat ree meraeteee December 11 u 
TRMNISIS a2 snot o cet December 10 u 
Ireland {35 .3.cta sem Seer December 9 D 
Ibe i pee mane ra kede abot eer January 8 u 
Thallandtt ie aoa December 8 u 
India lee he. oe eee February 7 u 
Union of South Africa...... January 5 u 
Dominican Republic........ February 3 u 
Venezuelad.2:e 4 namie s December ro) u 
Costa iRicatn: hacer December 1 u 
Portugal nod Sates 5 en January 1 D 
Guatemalanasesommcer nin January -1 u 


This classification is based on whether the area in which a nation is situated is 
considered underdeveloped, although the particular country may not be. 
aBased on food, farm products and industrial raw materials. 


Sources: United Nations; International Development Advisory 
Board. 
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opment is probably connected with increases in for- 
eign exchange assets acquired from exports of raw 
materials heavily demanded or in especially short 
supply during the past two years. 

Another longer-run factor behind swelling money 
supplies are general increases in bank loans to busi- 
nesses and individuals. The IMF charts such data 
for eleven scattered countries in the Western Hemis- 
phere, Europe and Oceania. All show virtually con- 
tinuous increases for at least the past two years in 
credit extended. 


FISCAL CURBS IMPOSED 


Apparently alarmed or at least impressed by these 
price and monetary developments, a number of 
countries have placed renewed emphasis on fiscal and 
monetary restraints to curb the inflationary process. 
The Federal Reserve Bank of New York suggests 
that! they reflect “a reluctance in many foreign 
countries to reestablish comprehensive physical con- 
trols—price and wage controls, rationing, and the al- 
location of scarce materials—in the initial stages of 
the change-over to defense production.” 

Since Korea, eight countries, including the United 
States, have raised central bank rediscount rates. 
Germany and Finland boosted the rate 2 percentage 
points; Denmark, 144. Canada, Belgium, the Nether- 
lands, and Sweden increased theirs by 1% percentage 
point. We are up 4. 

Government bond prices have been allowed to fall 
elsewhere as well as here. So in Sweden,? Norway, 
Canada and Switzerland, bond yields have increased 
since Korea. The United Kingdom is now offering 
small savers a higher rate of interest. Changes in 
reserve requirements and the introduction of qualita- 
tive control over particular types of loans have been 
other weapons employed in some countries. 

While renewed inflation appears to have stimulated 
a host of official defensive measures, at the same 
time it seems also to have inspired some unofficial 
ones. Demand for private gold hoarding evidently 
made it necessary for the executive board of the 
International Monetary Fund to state publicly* on 
March 7, that: 


“Since the amount of sales and purchases in the world 
markets of gold for jewelry, artistic and industrial purposes 
has recently been increasing at a rate indicating that at 
least a part of it finds its way to private hoards, contrary 
to the gold policy of the Fund established in June, 1947, 
the board considers the existing arrangements and prac- 
tices of several countries, including South Africa, are no 
longer a satisfactory basis to implement the Fund’s gold 


1Monthly Review of Credit and Business Conditions, March, 1951. 


2The switch in Swedish monetary and fiscal policy seems to have 
gone far enough to induce the editors of the Index of the Svenska 
Handelsbanken to title their article on the new measures taken there 
“Back to Monetary Policy.” (December, 1950, issue.) 


3Press Release No. 158, March 7, 1951. 
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policy and directs the staff of the Fund urgently to elabor- 
ate, after consultation with the countries concerned, more 
effective methods than the existing ones.” 


Price increases and rearmament have also raised 
problems resulting in international rather than na- 
tional action. They mainly concern apportioning 
and paying for raw material supplies. 


IN COMPETITIVE SCRAMBLE 


The industrialized nations have found themselves 
engaged in a competitive scramble for raw materials 
for stock piling and for immediate use. With the suc- 
cess of the United States-United Kingdom Combined 
Boards! of World War II in mind, these countries, 
plus France, have recently been holding discussions 
in Washington to set up an allocation system. During 
the past war after Germany overran western Europe, 
allied industrial production was almost solely in the 
United Kingdom, the United States and Canada. The 
former two countries also largely controlled shipping 
lanes and merchant fleets, including escaped vessels 
of the overrun countries. This concentrated control 
of output and the seas made it relatively easy to 
reach agreements with the raw material producers. 
At present, the chief allies of the past war do not 
control so large a share of the going industrial plant 
and shipping facilities. There is also less of a sense 
of urgency than during the all-out war, making com- 
promises more difficult to achieve. The result is 
that no important agreements for any commodities 
have so far been reached. Discussions with the smaller 
industrial nations and primary producing countries 
continue. 

There is another complication. Primary producers, 
in general, will not be disposed to go along with any 
arrangements calculated to keep down the price of 
their products. But, if such arrangements are made, 
a quid pro quo will apparently be demanded. At the 
recent Santiago conference of the United Nations 
Economic and Social Council, the following resolution 
was passed, chiefly on the insistence of the Latin 
Americans: 


“The council recommends that all members of the 
United Nations during the period of general inflationary 
pressure take measures, direct or indirect, to regulate at 
equitable levels and relationships the prices of essential 
goods moving in international trade, including capital 
goods, essential consumers’ goods and raw materials.’ 


A newspaper account of the meeting commented 
that the resolution “goes as far as a United Nations 
resolution can” to bring pressure on this country, 
Britain and France to control the prices of their manu- 
factures, or to at least pay proportionate -increases 


1The Combined Raw Materials Board; the Combined Shipping 
Adjustment Board; the Combined Production and Resources Board; 
and the Combined Food Board. 


2The New York Times, March 21, 1951. 
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for raw materials if the prices of manufactures are 
allowed to rise.t Similar Latin American sentiment 
was expressed at the later meeting of foreign ministers 
in Washington. nere 

The primary producers have a further objective. 
They would like their manufactured goods now, not 
later. During the last war they sold huge quantities 
of raw products and contented themselves with build- 
ing up their foreign exchange assets in compensation. 
But when the war was over and manufactures came 
back on the international market, the prices of the 
goods had zoomed. So did raw material prices, but 
the primary producers.had previously sold at a lower 
price level, and the accumulated foreign exchange had 
lost considerable purchasing power. 


WANT U. S. GOODS NOW 


Raw material countries would like to see that this 
does not happen again in the present emergency. 
Guarantee of present as well as future goods from the 
United States was reportedly sought at the foreign 
ministers’ conference. Apparently, the United States 
position, in contrast, was that greater exports would 
result in a graver inflationary problem at home. The 
resolutions passed, however, do not appear to apply 
specifically to this question, and it was reportedly 
left in abeyance for further technical consultation. 

One possible outcome of such controversies was 
mentioned by Erik Bohema, Swedish Ambassador to 
the United States, in a recent speech here.? He said 
‘that “the specter of returning bilateralism in inter- 
national trade is showing itself. The necessity of us- 
ing one’s own. bargaining possibilities with regard to 
exports of commodities in great demand in order 
to acquire essential imports presents itself anew. .. .” 
He stated that this applied principally to intra-Eu- 
ropean trade, but it is not hard to see that an indus- 
trial nation and a primary producer might see mutual 
advantages in such an arrangement if the markets 
became too upset. 

At bottom, the raw-materials price problem may 
well be the result of more than just the rearmament- 
induced spurt in demand. According to the Deputy 
Administrator of the Economic Cooperation Admin- 
istration:? — ; 

““, . im recent years as the world’s output of basic 
- commodities, mainly raw materials but also foodstuffs, 
has expanded along with industrial production, it has 
become increasingly costly to develop new sources of food 
and raw materials. Consequently, it was apparent even a 
year ago that the non-Soviet world was threatened with 
substantial shortages in such commodities. . . . Broadly 

. . raw materials were being chewed up in the free world at 


1Thomas J. Hamilton in the above-quoted dispatch. 

*The Journal of Commerce, New York, March 28, 1951. 

Richard M. Bissell, Jr., in Foreign Affairs, April, 1951, “The 
Impact of Rearmament on the Free World Economy.” 


arate half again as great as ever before. By contrast, agricul- 
tural output was little higher than prewar anywhere except 
in the United States. Although the current output of most 
of the important metals had increased more or less propor- 
tionately with the industrial production indexes, there was 
reason for grave concern about the future. . . . For many 
materials, notably minerals, production will respond only 
with time, and after the prospect of high returns over a 
long term has provided sufficient inducement. The free 
world is similarly faced with at least temporary shortages 
in a long list of agricultural commodities.” 


Although it may take a “long run” to basically 
change the raw materials picture, there is distinct 
evidence that in the past month or so, rawstuff prices 
have slacked off.1 Primary market prices of twenty- 
eight commodities in the United States declined 4% 
from their February 14 peak to the beginning of April. 
The Economist, in an analysis of primary prices at 
various world markets through March 20,? asserts that 
a change in American stock-piling policies has caused 
a discernible price softening. This British journal 
detected an easing in tin, tungsten, rubber, grain and 
cotton quotations. k 


Lawrence A. MAYER 
Division of Business Economics 
1The price rises described in the beginning of this article, it will be 


recalled, were based on data through February. 


Issue of March 24, 1951, p. 701. 


That’s What They Thought 


“The unprecedented mobilization activities that fol- 
lowed the entry of the United States into the World 
War (I) emphasized the necessity for the adoption of 
measures that would obviate further extension of the 
existing pension system. It was recognized that failure 
to make proper provision for the relief of the disabled 
and for the care of the dependents of those who might 
be killed would lead ultimately to a demand for pensions 
that could not easily be satisfied. It was likewise felt 
that a repetition of the scandals associated with Civil 
War pensions could be avoided and that future veteran 
relief expenditures could be kept within reasonable 
limits by the adoption of a program that would be 
equitable in its treatment of all those who might incur 
disability or suffer loss of support as a direct conse- 
quence of the war and consequently make further 
demands upon the government unjustified. 

“These ideas ultimately took shape in the form of a 
bill drafted by a committee headed by the Hon. Julian 
W. Mack, United States circuit judge. This bill received 
the approval of President Wilson and of the Secretary 
of the Treasury and with certain changes that did not 
affect its basic principles became law on October 6, 
1917” [War Risk Insurance Act].—‘The World War 
Veterans and The Federal Treasury,’ NICB, 1932. 
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Selected Business Indicators 
(Annual statistics appear in “The Economic Almanac 1950,” pages 38, 39) 


1951 1950 Percentage Change 
Item Unit 
; : Feb: ; March, 
Marchp February January December March 1951 to 1950 to : 1060 
craw ele ste ece: 
Industrial Production 
Total (FRB). (9). so 1935-39 = 100 
Manufacturing (FRB) (S)........ 1935-39 = 100 coe cape sap oe os ae ee pens 
234 |r 939 |r 231]r 299 
Durable goods (FRB) (S)....... 1935-39 = 100 276 |r 271 9 2 an BRS ease a eaters 
teal Saw tytse ets siete se teas 000 net tons 9,050 |r 7,766 ; 8 a3 8 348 i ee ae : Seyie ie 
Pighiron ania os Sesios Mee : : ' ‘ : : cee eee 
dau Wey aS 000 net tons n.a. 5,176 5,894 5,693 4,173a —1252¢ +24. 0d +16.9 
pper ( Deas ee net tons 112 
ee es: ,933 |r 101,054 | 110,144 | 109,464] 113,464 || 411.8 0.5 ae 
ce i pag San eee oe net tons erat, | 13:85 | 48,878 | 48,284 | 41,670 -10.6c| +4.8d) 48.8f 
Glass containers..............|| 000 gross n.a tent 10270 rsa 77086 a0 ; ne a 
ae sco E) ’ ’ 5 c ? 
er emai sels 48 n.d. 2,763 3,005 3,009 2,463a -8.lce}  +12.2d By 
Machinery (FHB)..../'7°°1'] 1935-30=100 | ga" | 328 |r ger | sat” | ais | yas | “yara| “y38.8 
Transportation equip. (FRB). .|| 1935-39 =100 311 307 |r 288 290 oi Ti 9'boepan'e Wipe 
Automobiles, factory sales... . .|| units n.d. 505,865 478,589 521,371 tee tiie as ee 
Nondurable goods (FRB) (S)...|| 1935-39 =100 200 | r "199 201 1 ; IW eae ee 
(EG tice See ae a eae 000 bales 912 895 ; 1,041 : me 60 Bi rats ie 
nr i ar million pounds ; teas 
Rayonsyarns, eva so Pere ee million Seats 85.3 r 75.0 ak a3 a oe cae ie 
Food prod., mfd. (FRB) (8). ..|| 1985-39 = 100 n.d. 169 |r. 167 |r. 165 16la|  -+1.2 MARE tant 
Chemicals (FRB) (S)......... 1985-39 = 100 291 88 |r 987 |r 288 a7}, 440] 4178] tier 
Newsprint, North American... short tons || 566,978 | 509,478 | 545,710 | 515,906 | 532,206 ne peas ee mio a 
be ee a pol capacity 108.8 | . 101.5 99.5 93.7 96.7] +0.8| 45.8] 46.5 
sae Cty RO DS eee eee of capacit; 04 10 = 
Boots amd Shoes. ii. .ice ese sp oe thous. of. ae n.d. Apap rarer r ee ayes Bs : c a od a ; 4 ii 
i Cigarettes (sealers ee ee millions aes 28,666 33,895 |r 25,000 25,645a -15.4¢ +11.8d +13. Of 
Ining (FRB) (Sievers een 1935-39 = 100 158 |r 158 | r 164 157 144 0 +9 .7 499.4 
Bituminous oan sos te 000 net tons 44,490 39,032 |r 51,470 47,497 53,594 +14.0 -17.0 +39.3 
Pies . SE aiapa ae ae we oe 2,183 |r 3,522 4,199 3,360 4,882 38.0 =55.3 —4 6 
rude petroleum’............. )0 barre 6,040 5,930 |r 5,907 5,719 4,878 +1.9 +23.8 21.1 
are powert Baers conde = stern eee Ath million kwh 6,828 6,912 6,895 6,847 5,954 ae +14.7 se vi 
oe olen BEC aE BO million dollars 1,267 1,141 1,043 1,168 1,300 +11.1 2.5 +22.8 
eavy engineering—Total®......... 000 dollars 981,291 317,766 316,723 356,155 198,691 =1tyb +41.6 +52.9 
{i ates Mode and Trade 
arloadimpsatotal’’ a. S065. vnc e-e-.6 57 thousand cars 753.8 691.2 743.2 730.6 
Carloadings, miscellaneous**........ thousand cars 395.1 352.1 370.4 365.2 ES eee Se Nae 
Retail trade (NICB) (S)........... 1935-39 = 100 n.d. 370.4e) 381.9 |r 368.9| 318.3a] -3.0c| +16.4d| +19.1f 
Department store im FoRS iy teed 1935-39 = 100 286 326 362 325 Q74 -12.3 44.4|. 416.5 
ariety store sales (S)............. 1935-39 = 100 n.a. Q41.0 |r 249.7 |r 246.7 = ; 
Rural retail trade (S)............. 1935-39 = 100 n.d. n.d. 380.1 365.1 atoll ie Hae ad SB 
Grocery chain store sales (Sear 1935-39 = 100 n.a. 428 r 422.5 |r 424.4 368.3 +1.3¢ +16 .2d sir 4p 
Magazine advertising linage........|| thous. of lines 4,464 4,050 3,520 3,106 4,270 +10.2 +4.5 +5.6 
Commodity Prices 
All commodities (BiSle tee esse 1926 = 100 184.3e]r 183.6 |r 180.1 175.3 152.7 +0.4 +20:7 +19.9 
Raw materials........ Nin « ghoippene ele 1926 =100 n.a. 199.0 |r 192.6 187.1 162.4a +3.3c| +22.5d) +421.5f 
Semi-manufactured articles....... 1926 =100 n.d. 187.0 185.0 178.1 144. 3a] +1.1le +29.6d +28.7f 
om ee 1926 =100 eh adr Atel ime |: ire l cl ieal » aoe] eared Senne 
reba Gata 5. Syats ovepeevete = .8e 6] r : : si +26.9 
[ROOES Ie oie aatetNeleye sie ew siorsig ers 5 os 1926 = 100 186.6 187. ; 
Sensitive industrial (NIB)... ) 1929=100 ao | goa | 2458 | 2205; imal -98| fe.) drag 
Sensitive farm GINTGTES Pe a tert cecetc 1929 =100 216.8 219.3 Q11.5 199.5 170.0 -1.1 +27.5 +27.8 
Retail prices: 0). 24a. loess + wahoo 1935-39 = 100 n.d. (205.3 |r 202.4 198.4 183 .3a +1.4¢ +12.0d +11.1f 
Securities 
Total stock prices (Standard & Poor’s)|| 1935-39 = 100 170.3 174.7 168.6 158.4 138.8 2.5 422.7 +25.1 
raster telson: tofies st eretetoverede a tenes 1935-39 = 100 184.4 189.6 182.6 171.2 146.5 ot +25.9 +28.4 
Waibediddit sao. n 5 bocca lec 1935-39 = 100 148.7 159.1 152.8 139.4 108.5 =638 | 487d eke 
(UGS eS yt Ae ete teas ole oe 1935-39 = 100 111.2 111.0 108.6 104.4 109.6 +0.2 +1.5 2.5 
Totalno.sharestraded N. Y.Stock Ex. thousands n.d. 57,630 89,867 71,252 43,282 -85.9c]/ +33.2d + 6OL f 
Corporate bond yields (Moody’s).. .|| per cent 2.96 2.85 2.86 2.88 2.84 +3.9 +42 +2.0 


Financial Indicators 
Bank debits, outside New York City 
New capital corporate issues........ 
Refunding issues..........+++.+-.. 


million dollars || 76,001 | 62,847 | 75,017 | 72,845 | 60,923 || +21.9| +294.7| +e7.1 
000 dollars n.a. | 369,880 | 244,699 | 394,499 | 152,630a| +51.2c| +142.3d| -13.9f 
000 dollars n.d. 26,543 | 13,306 | 103,022]  20,678a| +99.5c] +28.4d| -69.0f 


Comm., industrial and agric. loans‘.|| million dollars 19,005 18,523 17,979 17,590 13,831 +2.6 +37. 4 +335 
Total personal income (S)*......... billion dollars n.d. 241.0 |r 240.9 241.0 Q15.4 +0.0c +11.9d +12.1f 
Money in circulation, end of month.|| million dollars 27,117 27,188 27,048 27,741 27,042 -0.3 +0.3 40.4 
Defense expenditures™............. million dollars | 2,264 |r 1,920 |r 1,870 |7r 1,680 1,121 +17.9 | +102.0 +86.7 
SAdjusted for season variation 1Shipments 2Consumption; cigarette consumption measured by tax-paid withdrawal 3Average daily 4Average weekly 5F. W. Dodge 
Engineering patna fe ta weekly _ 7Grocery and combination chain store sales 8140 centers ®Annual rate l0Federal budget expenditures for Defense Dept. 
Atomic Energy Comm., Mutual Defense Assistance, Maritime Activities, Coast Guard, Defense Production aFebruary, 1950 bJanuary, 1950 ePercentage change, latest 


month over previous month dPercentage change, latest month over a year ago eEstimated fPercentage change 2 months 1951 to 2 months 1950 gPercentage change 12 
months 1949 to 12 months 1950 n.a.Not available pPreliminary __ *Value as traffic indicator subject to variations in length of haul and amount loaded **Sensitive industrial 
prices in process of revision; data shown are not comparable with earlier data. rRevised 
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HOW TO STREAMLINE THE FEDERAL BUDGET 


Various proposals are being made as to where and how cuts 
can be made. The important ones are weighed 
and compared below. 


HE WORLD’S BIGGEST BUSINESS is in 

the midst of its annual trip through the mill. 

This year the trip is more important than ever, 
for the amount of money that can be saved out of 
the record peacetime $71.6-billion 1952 federal budget 
will not only directly affect the need for more taxes 
but also have considerable bearing on the future 
course of inflation. 

The fundamental issue in the 1952 Budget can be 
stated simply: is everything recommended necessary? 
The Administration, naturally, says yes. Others who 
have studied the Budget, both partisan and bipartisan, 
say no. For the most part, their proposals for re- 
duction are confined to over-all estimates of possible 
savings and are generally not too specific when it comes 
to where cuts should be made. This procedure is 
quite understandable in light of the immensity of 
the task of wading through even a part of the pro- 
grams proposed, but it is perhaps not too helpful to 
those charged with making the item-by-item decisions 
on federal spending. 

Some studies have gone into considerable de- 
tail. In most cases, with the notable exception of 
the Hoover Commission, savings would be made 
by cutting back substantive programs—as opposed to 
savings effected without eliminating any services. 

What cuts would these studies make? How much of 
the $71 billion would they save? What problems do 
these budget cutters run into? Such questions are dis- 
cussed in the following pages. (See page 190 for sum- 
mary table of proposed savings, page 198 for the 
Committee on Federal Tax Policy’s plan, and pages 
201-204 for economies listed by the Staff of the Joint 
Committee on the Economic Report.) 


Natural Resources 
1952 Proposal—$2,519 Million 


PROGRAMS TO DEVELOP AND CONSERVE 
basic land, forest, mineral, and water resources would 
take half the outlays proposed for natural resources; 
atomic energy the remainder. The 25% increase over 
1951 spending is almost exclusively for atomic de- 
velopment. Continuation of net expenditures on the 


nonatomic programs at about the current level is rec- 
ommended in the Budget because of their basic rela 
tionship to the defense program. Electric power and 
mineral projects are to expand while nondefense flood- 
control and reclamation work would be somewhat cur- 
tailed. 

Nearly all the studies made of the 1952 Budget 
would leave the atomic energy program as it is, 
but bite sharply into the remaining programs—long 
a prime area of pork-barrel politics, make-work pro- 
jects, and, consequently, a stronghold of resistance to 
reduction. Determined but unsuccessful efforts to dam 
up this outflow of funds, such as that attempted by 
Senator Paul H. Douglas and others last year, bear wit- 
ness to the pressure behind these projects. Apart from 
the funds for atomic energy, $1,242 million is recom- 
mended for 1952. From this total Senator Byrd 
would excise $800 million, the National Association 
of Manufacturers $415 million. None of the other 
studies makes specific estimates of the savings possible 
in this field, but nearly all hold they would be sub- 
stantial if new projects were eliminated and outlays 
reduced on deferrable ones. The Committee on Fed- 
eral’ Tax Policy proposes a 50% reduction in all civil 
public works, thereby including many projects in this 
category. 


THE MOST FREQUENT TARGET 


Most frequent target is the sprawling flood control- 
reclamation-power production program run (any way 
but jointly) by the Army Engineers and the Bureau 
of Reclamation of the Interior Department. Origi- 
nally, the two agencies had relatively separate func- 
tions, the flood-control activities of the Engineers 
dating back more than a century, those of the Bureau 
in irrigation and water-resource development in west- 
ern states to the Reclamation Act of 1902. By their 
very nature, however, the programs soon intermeshed 
because many of the same techniques and public works 
served both objectives. 

In recent decades (particularly since the Hoover 
Dam was begun in 1930 and public works were greatly 
expanded during the depression years), the activities 
of the two agencies grew to include huge multipur- 
pose projects for water resources, with hydroelectric 
power a vital by-product. As the functions became 
similar, wasteful duplication of facilities developed 
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and problems of interagency jurisdiction became 
serious. 

This uneconomic situation led the Hoover Com- 
mission two years ago to propose sweeping reorganiza- 
tion of the water-resource program. It now estimates 
that necessary changes in administration, plus proper 
planning, could produce $250 million savings annu- 
ally. The literally hundreds of water-resource proj- 
ects, budgeted at $1,026 million in 1952, would now 
be pared $700 million by Senator Byrd and $401 mil- 
lion by the NAM. Presumably, they would allow 
sufficient funds to maintain and operate existing 
facilities, and to complete projects vital to defense. 

Here, as in other activities, efforts to control or cut 
expenditures run up against the question of what to 
do about works already in progress. To cut funds too 
sharply for public works under way creates the possi- 
bility of deterioration of the uncompleted facilities, 
and even of loss of any return on investment made 
if the work is not pursued to completion. For ex- 
ample, the ten flood-control projects which account 
for about 60% of proposed construction outlays in 
that category next year are, on the average, 73% com- 
pleted. For projects such as these, the choice of 
whether to go ahead and complete or to suspend op- 
erations and save money is not a simple one. In all 
such cases, the Administration contends that the only 
work budgeted is either closely related to defense or 
involves substantial loss if discontinued at this time. 


MORTGAGING THE FUTURE 


Looking ahead, any decisions taken now on works 
in progress will also greatly affect future Budget 
requirements. Initial and early outlays on public 
works tend to be relatively small, mounting or pyra- 
miding rapidly in subsequent years as the work pro- 
gresses. Concomitantly, it becomes harder to stop 
work as the investment in place rises. Actual out- 
lays next year would be small compared with the 
additional $9,600 million officially estimated as neces- 
sary to complete water-resource projects in 1953 
and later years that are under way, authorized, or 
proposed. And official estimates, such as this, have 
been known to vastly understate future requirements. 

The highly controversial subjects of public power 
production and transmission are also involved in the 
Natural Resources Budget. Seven new power proj- 

ects (see “Transportation and Communication”) with 

an eventual cost of $1.5 billion are proposed. While 
electric power is obviously vital to the defense pro- 
gram, several of the Budget studies suggest the case 
for expanded government activity requires greater 
proof than is set forth in the Budget. Others oppose 
new public power projects entirely. No separate esti- 
mates of savings on electric-power plants alone are 
feasible, interwoven as they are with other phases 
of water projects. 
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FIGURES—THEY GROW THEM BIG! 


$3,092,951,300—Net borrowing from federal trust funds 
in 1952. A big source for current expenses, but, comes 
the day of reckoning, must be repaid in the form of 
pensions, unemployment payments, etc. 

$3,176,512,124— Federal expenditures in 1952 for aid 
to state and local governments. Most would be 
grants-in-aid, a small fraction loans and advances; 
does not include many minor aids or indirect fin- 
ancial benefits. 

$3,352,816,929—Federal expenditures on civil public 
works. Does not include the rising volume of military 
public works nor outlays for repair and maintenance. 

$12,361,900,000—Estimated cost after 1952 to com- 
plete civil public works in progress next year, assum- 
ing construction costs at the late 1950 level. 

$13,340,000,000—New commitments next year under 
federal credit programs, including direct loans and 
investments, loan insurance, and loan guarantees. 

$13,610,348,735—Total investments of the Social 
Security trust fund at the end of February, 1951. A 
very rough and conservative estimate of accrued 
liability to pay out future old-age pensions. Not 
appearing anywhere in the Budget, this figure _ 
nevertheless is an important measure of accumulating 
obligations. 

$17,400,000,000—Estimated cost of public works 
projects already authorized by Congress but not 
yet. begun. 

$61,463,000,000—Net federal credit authority under 
present and proposed legislation by the end of fiscal 
1952, of which all but $12,616 million is expected to 
be committed in government loans, mvestments, 
guarantees, and insurance. 

$94,429,199,960—New spending authority proposed by 
the 1952 Budget. 

$276,300,000,000—Where the public debt will stand 
June 30, 1952, if revenue estimates prove accurate 
and spending proposals are okayed. 


Of the other natural resource programs (those in- 
volving forests and minerals, geological surveys, fish, 
wild life, and national parks—for which spending 
would rise slightly over present levels) only Senator 
Byrd would make any marked cuts. All told, he be- 
lieves $113 million could be squeezed out of the $216 
million recommended for these purposes. 

Some of the underlying obstacles to budget cutting 
presented by pork-barrel pressure and the carry-over 
of previous project authorizations are met head on 
by the staff of the Joint Committee on the Economic 
Report. Its study of possible Budget economies sug- 
gests that state and local governments be given 
greater financial participation in such projects, thus 
both cutting federal outlays and lessening some of 
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the local pressure for many projects. As for author- 
ization of future work, it would call a halt now to 
all new undertakings that could not be completed 
during the period of the present national emergency. 


Transportation and 


Communication 
1952 Proposal—$1,685 Million 


OUTLAYS IN THIS CATEGORY FALL MORE 
readily into a direct defense, indirect defense, and 
“other” classification. Many Coast Guard func- 
tions and the programs in support of the merchant 
marine can be closely related to national security. 
To some extent, highway building and improvement, 
rivers and harbors development, and promotion of 
civil aviation indirectly further defense. Funds for 
the postal service and other communication aids gen- 
erally belong to neither grouping. For the category 
as a whole, outlays recommended are 14% below 
those of the current fiscal year (provided that more 
than half of the estimated postal deficit in 1952 is 
eliminated by raising rates) . : 

Irrespective of any classification, however, pro- 
grams of controversial nature and uncertain netessity 
are found in all three types of outlay. The general 
category, consequently, is another prime target for 
proposed reductions in many Budget analyses. Leav- 
ing out maritime, Coast Guard, and certain other 
direct security items, of the remaining $1,073 million 
Senator Byrd would cut $659 million, the NAM 
$263 million from “nonessential” civilian projects and 
save $160 million by modernizing the Post Office. 
The Joimt Committee’s staff suggests legislative 
changes leading to a $396-million decrease in outlays 
and the Hoover Commission contends its type of pro- 
posals could produce about $264 million in savings. 
Public works in this group not directly related to de- 
fense would be cut back 50% by the Committee on 
Federal Tax Policy. 

Federal aid to transportation is nearly as old as 
the present form of government. Rivers and harbors 
legislation dates back to 1790, land grants and other 
aid to both water and land transport nearly as far. 
The Army Engineers more than a century ago were 
given responsibility for navigation projects, a func- 
tion later broadened to include flood control. Direct 
assistance to ship building and operation and to civil 
aviation and airport development is relatively more 
recent. It all adds up to a far-reaching network of 
close federal participation, whether as regulator, 
builder, operator, cooperator, lender, or subsidizer. 

The largest specific cuts suggested for transporta- 
tion aids come in funds for rivers and harbors develop- 


ment and for highway aid to states. Like its counter- 
part—flood control in the Natural Resources group— 
the rivers and harbors program has long been a 
lucrative center of pork-barrel operations. Both 
activities are complicated from a _ budget-cutting 
point of view by backlogs of previous authorizations 
and projects already in progress. This also holds true 
for the highway-aid program, plus the fact that 85% 
of the proposed funds are grants-in-aid to reimburse 
states for outlays made on previously approved proj- 
ects. As is the case for practically all other public 
works, items in the Budget under rivers, harbors, and 
highways are alleged to have been pared down to 
only those “contributing to national defense” or to 
“essential civilian requirements.” 


BIG LONG-TERM PROJECTS 


Highway funds provide a good example of some of 
the headaches in store for budget reducers. Of the 
1952 Budget outlay for highway construction, $420 
billion would be funds apportioned to the states 
under acts passed back in 1944 and 1948, a substan- 
tial part of which is to pay off obligations already in- 
curred by the states for work begun. The $500 million 
in new contract authority now requested similarly 
derives from the Federal-Aid Highway Act of 1948 
and would, to a large extent, govern actual outlays 
in the succeeding fiscal year. No actual outlays, in 
fact, will be made until 1953 and later years from the 
highway bill passed by Congress last September. 
Cuts like Senator Byrd’s $368 million “nonessential” 
highway aid thus implicitly involve action on past 
legislation, possibly work and budgetary action al- 
ready taken by state governments. 

Development of rivers and harbors by the Army 
Engineers is listed at $217 million, including initi- 
ation of four new projects with electric-power by- 
products to cost $43 million in the first year. All 
told, the Engineers are engaged in, or are authorized 
to undertake, about 2,300 navigation development 
projects, the eventual bill for which is estimated at 
about $4 billion, over and beyond funds asked for in 
1952. 

The “foot-in-the-door” nature of this type of work 
can also be seen in data for all new projects involving 
power. Adding the three listed under flood control 
to the four allied with river and harbor work and ex- 
cluding projects to extend transmission facilities, the 
1952 initial outlay would be more than $80 million; 
but the eventual cost is officially estimated, undoubt- 
edly on the conservative side, at $1,530 million for 
the seven undertakings. If they were authorized and 
work begun in 1952, future budgets would request a 
total of $1,450 million more to finish the jobs. 

Of the seven new water projects, the St. Lawrence 
seaway is probably the best known and the most 
controversial. Both the Secretary of Defense and 
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Defense Mobilizer Charles E. Wilson have already 
testified that it is essential to the security program 
because it would also provide a new route for 
bringing im iron ore from Labrador. Less has been 
said, however, about the eventual cost of the project 
or the length of time required to complete it. The 
official cost estimate is $574 million, but other esti- 
mates have run as high as $1 billion and some studies 
believe it would take ten years to complete. 
Appropriations to make up part of a $521-million 
postal deficit run into other touchy matters, some 
of which already are being fought out in Congress. 
Some of the budget-reducing programs that mention 
the Post Office have recommended raising rates to 
eliminate the deficit, thus placing themselves for a 
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change on the same side of the fence as the Adminis- 
tration, which has repeatedly urged the same thing. 


At the same time, many persons directly affected by 


higher postal rates have been presenting their case 
at considerable length against any increase—a case 
that has won Congressional sympathy in the past. 
Even if the proposed higher rates are adopted, $160 
million more will be needed to cover air-line subsidies, 
the cost of official mail, and other nonallocable costs. 

The general matter of hidden and not-so-hidden 
subsidies brings up an old bone of contention not 
only in the Post Office but in many other activities. 
Budgetary accounting seldom makes clear the amount 
of subsidization involved, with the notable exception 
of maritime operating subsidies. The amounts are 


Why It Is Hard To Cut the Budget 


Budget cutters invariably encounter many problems. 
These obstacles are for the most part man made; they are 
often unrelated to any rational concept of desirability; but 
they are real. A working knowledge of them is essential to 
a practical estimate of possible reductions in public 
expenditures. 


The more important of these difficulties may be summarized 
as follows: 


* Special Interests. Every budget item is there because 
someone wanted it there, whether farm or trade or labor 
group, regional bloc or government agency, bureaucrat or 
Congressman. Someone has a vested interest in every 
federal program, in every outlay, and can be expected to 
protest its removal. 


* Prior Authorizations. A huge part of every budget 
derives from already enacted authority to spend or sign 
contracts (48% of the 1952 total). Each Congress enacts 
new basic legislation binding in varying degrees the area 
of fiscal freedom of its successors. Each subsequent 
Congress, thus, is confronted from the very start with a 
hard core of outlays already authorized—outlays that can 
be cut only by reneging on existing contracts, halting work 
in progress, or revising existing statutes. Many major 
programs begin slowly, require more than one year to 
finish, and produce little or perhaps no return if abandoned. 
To cut off funds in some cases thus opens up the possibility 
of loss of outlays previously made. 


® Proposed Authorizations. The 1952 Budget would 
further intensify the burden of carry-over commitments, 
requesting as it does $94.4 billion of new obligational 
authority on top of the 1951 total of $87.5 billion and the 
$50.2 billion of 1950. Of this, only $159 billion will have 
actually been paid out over the three-year period. Fiscal 
1953, consequently, would begin with an overhang of more 
than $73 billion of unexpended balances. To make 
much of a saving in 1953 expenditures, Congress would 


have to take action now on laws already existing and 
spending authority now recommended. By the time the 
1953 Budget is made up, much of the area of flexibility 
will have slipped away. 


® Relatively Fixed Commitments. Another large group 
of outlay proposals depends on commitments previously 
made whose size—without changes in substantive laws— 
is only partly subject to Congressional control. Grants- 
in-aid to state and local governments (about $3 billion in 
the 1952 Budget) or the many federal credit programs 
typify this type of commitment. 


® The Budget Itself. The sheer magnitude, complexity, 
and scope of a $71-billion program, presented in too great 
detail in some areas, too broad and vague in others, makes - 
comprehension by all but the most skilled of technicians 
most difficult, if not impossible. For private citizens, it is 
nearly out of the question to try to assemble all the facts 
necessary to understand the multitude of programs within 
the national budget and consequently to prune it carefully 
and wisely. ; 


® The Temporary Becomes Permanent. Long after 
conditions which produced them have passed, measures 
to fight depression and deflation—like farm aids—or other 
special projects of by-gone years persist. They have a 
way of becoming permanent policy fixtures in which 
bureaucrats and private beneficiaries of public largesse 
acquire vested interest. As some wit has said, there is 
nothing so permanent as a temporary government agency. 


® What Is Defense. Nearly every Budget item, it would 
seem, has suddenly become involved in national security. 
The phrase “directly related to the defense effort” recurs 
throughout the 1952 Budget. Many projects leading to 
greater strength and productivity, of course, indirectly 
further security. But indiscriminate use of the label 
“defense” can confuse and mislead. The precise relation- 
ship of each suggested project needs to be carefully 
ascertained. 
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therefore exceedingly hard to pin down. One of the 
more constructive recommendations is made by the 
staff of the Joint Committee which suggests that 
the whole system of subsidies for merchant marine, 
aviation, and post office users be reexamined and 
whatever payments are made be separated in the 
Budget from other outlays. As this applies to air- 
mail subsidy payments, it reaffirms the President’s 
own recommendation. Furthermore, to recover some 
of the costs of rivers and harbors improvements, the 
staff would institute charges against users who, in 
effect, now enjoy a subsidy. (See table, page 202.) 

The final area where economizers would produce 
savings in this section is in the activities of the Civil 
Aeronautics Administration. Budgeted at $200 mil- 
lion, these funds would go for a wide variety of activi- 
ties and services ranging from traffic regulation to 
safety measures to airport development. Without 
further specifying just where he would economize, 
Senator Byrd cuts these funds $74 million. The NAM 
would take $48 million from the outlay for airport aid. 

From its study of necessary administrative reforms, 
the Hoover Commission estimates that additional 
savings would be forthcoming to the extent of $10 
million if its maritime recommendations were adopted 
and another $142 million if proposed changes were 
made in the Post Office. 

Without detailing its proposals, the Chamber of 
Commerce concludes that $1.1 billion could be saved 
over the combined public works, natural resources, 
and highway-construction field. The Committee on 
Economic Development and the Council of State 
Chambers of Commerce make no estimates, but rec- 
ommend cutting out outlays for deferrable, nonde- 
fense public works and for new starts. 


Finance, Commerce and 


Industry 
1952 Proposal—$1,524 Million 


PRODUCTION AND INFLATION ARE THE 
common denominators of this category. All Defense 
Production Act outlays are covered here—even though 
some programs more properly belong under other func- 
tional headings. Since defense funds comprise more 
than 90% of the proposed total, any major cuts neces- 
sarily involve changes in the authority and administra- 
tion of the act. Compared with many other programs 
outlined in the Budget, changes here are more feas- 
ible—and savings consequently somewhat more ac- 
cessible—since the principal provisions of the act 
expire June 30. Reexamination, in fact, is already 
shaping up in Congress, both of its provisions and of 
current and proposed spending under its authority. 


None of which implies that budget savings here 
are necessarily any easier to find. Instead, broad 
differences of opinion exist on the need for its various 
loan, guarantee, construction, and control programs. 
The $1,100 million requested for expansion of pro- 
duction would include loan guarantees; direct federal 
loans “where the need is greater than private lenders 
can finance or the risk more than they can properly 
take”; placing of government-owned equipment in 
private plants; and construction of certain federal 
plants and facilities. Another $304 million is recom- 
mended to meet the costs of economic stabilization 
and mobilization controls. Net outlays of the RFC 
are listed at $90 million for 1952. The rest of the 
appropriation would underwrite Department of Com- 
merce activities and other business and financial 
regulation. 

Approving the use of funds for loans for defense- 
plant expansion but not money to build government 
facilities, Senator Byrd lops off $900 million from the 
total request. A similar ban on public construction 
is flatly favored in the NAM study, principally on the 
ground that the case presented for such activity is 
“disingenuous and unconvincing.” It also contends 
that the argument is fallacious that there are some 
facilities private producers cannot be expected to 
provide. Furthermore, the NAM opposes any funds 
for controls under proposed legislation, alleging that 
none would be necessary “if there were prompt 
adoption of realistic taxation policies designed to put 
the defense program on a pay-as-we-go basis.” In 
comparison, Senator Byrd makes a more moderate 
cut, taking away only $78 million from defense regu- 
lation. . 

On another controversial project currently under 
public scrutiny, the studies see more eye to eye. The 
NAM would make savings of $64 million in the $90- 
million net Budget outlay for the RFC’s program of 
loans and guarantees, while Senator Byrd would 
allow no Treasury funds. Neither study details how 
this economy would be effected, but the inference 
seems plain that the program should be abandoned. 
According to the Budget, the RFC in 1952 would 
emphasize loans for defense production, along with 
a “sharp curtailment” in other credits. Loans out- 
standing next year would rise moderately. All told, 
the NAM saves $1,064 million from “Finance, Com- 
merce, and Industry” appropriations, Senator Byrd 
$1,090 million. The CFTP recommends no new fed- 
eral loans, thereby including defense-output and RFC 
loans. 

Without going into specifications, the other studies 
also suggest that savings of somewhat similar mag- 
nitudes are possible. The Chamber of Commerce 
comes out for an over-all cut of $1,000 million in de- 
fense promotion and regulation costs. The Council 
of State Chambers of Commerce holds there is “little 
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Prewar Growth in Certain Federal Expenditures 
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Some of the most troublesome items in the Federal Budget have long histories. Rates of prewar 
growth are sometimes surprising. 


doubt” that recommended outlays on production ex- 
pansion can be cut, and possibly those on other 
items in this group. 

The CED makes no estimates of savings possible 
here, but also questions the government’s plans for 
expansion of output. If there are facilities needed of 
so specialized a character that they cannot be pri- 
vately financed, the CED believes government financ- 
ing should be available. But, the committee de- 
clares, there is no evidence in the Budget to justify 
a need for $1,100 million to take care of such special- 
ized cases. The Joint Committee on the Economic 
Report comes to essentially the same position, reject- 
ing the President’s recommendation that the govern- 
ment construct defense plants “except in limited 
fields where clearly demonstrated to be necessary.” 
Such activity, the Congressmen contend, “handi- 
caps our long-run chances to maintain a maximum 
of free, private enterprise and reduces our reliance 
upon the creative impetus of private initiative.” 

The Joint Committee is equally dubious of official 
plans to extend direct loans to private industry. 
If granted, such loans should be hedged with rigid 
requirements of vital defense necessity; an “indiscrimi- 
nate loan program” should be avoided particularly 
because the current emergency may last for many 
years. In any event, the committee believes that 
the case for additional government lending “should 
be clearly established” before further action is taken. 
It points out that the liquid-funds position of corpo- 
rations and others is strong; that defense contractors 
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can obtain procurement advances and V-type govern- 
ment loans; and that loan guarantees and accelerated 
tax-amortization privileges are available to aid pro- 
duction. 

The CED neatly sums up its position and attitude 
toward expenditures for expansion of defense produc- 
tion as follows: 

“Tf programs of this kind are not carefully restricted 
we may find ourselves paying high taxes to finance govern- 
ment expenditure for investment that cannot be financed 
privately because taxes are so high.” 


Agriculture and 


Agricultural Services 
1952 Proposal—$1,429 Million 


HOWEVER THEY MAY DIFFER ON OTHER 
federal functions, the budget-cutting studies ap- 
proach complete agreement when it comes to agri- 
culture. Savings urged here range from the Joint 
Committee’s staff estimate of $61 million ($186 mil- 
lion in subsequent years) to $486 million by the 
NAM, $604 million by Senator Byrd of Virginia, and 
$1 billion by the Chamber of Commerce. 

The CED makes no estimates or detailed proposals, 
but, like others who have studied the problem, seri- 
ously questions the necessity for aid to agriculture 
of this magnitude in a period of high farm incomes 
and prices. The administrative reforms proposed by 
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the Hoover Commission for the Department of Agri- 
culture and for streamlining and. paring down the 
multitude of farm credit programs were estimated 
to represent about $80 million in savings. 

In venturing to suggest that farm aids should be 
cut economizers are tampering with an “untouch- 
able,” guarded diligently by the powerful farm bloc. 
They also tackle a maze of programs, bureaus, and 
activities that has been hugely extended in scope 
(and cost) in the past two decades. From purely re- 
search and information functions when it was estab- 
lished in 1862, the Department of Agriculture grew 
to include regulatory and marketing activities, then 
credit and guaranteed loans at low interest rates, and 
today is deeply involved in operations to support 
farm prices, remove surplus commodities from the 
market, insure crops, make incentive payments to en- 
courage conservation practices, and countless other 
farm services. Many programs are inflationary de- 
vices which directly trace their origin and raison d’etre 
to the depressed agricultural conditions of prewar 
years; others to wartime shortages of food and ma- 
terials; most are firmly established by statute and re- 
quire legislative more than administrative action to 
make any substantial economies. 

How would the $1.4 billion proposed for farm aid 
be spent? There would be $238 million to underwrite 
the expenses and losses of the price-support program, 
$75 million as the tab for removing “surplus” com- 
modities from the market and distributing them in 
nonprice-depressing ways, $115 million to pay the ex- 
port subsidy under the International Wheat Agree- 


ment and another $70 million for expenses under the 
Sugar Act. Farm housing, operation, and subsistence 
loan programs would take $141 million, financing elec- 
trification and telephone service $269 million, and the 
multiagency work in conservation would cost tax- 
payers $367 million. And, finally, there would be 
$148 million for research and other agricultural serv- 
ices. 

The minimum area of agreement on farm expendi- 
tures in the various Budget studies was well summed 
up in the annual report of the Joint Committee, 
which recommended that such activities “be examined 
by the appropriate committees in order to be certain 
that such payments are geared into the stimulation 
of the production of needed agricultural commodities, 
rather than result in the production of surplus agri- 
cultural commodities” which the government must 
in effect buy back again with still further outlays 
of funds. Other studies would go much further, 
abolishing in particular the price-support program as 
a sheer anomaly in times of high-level farm pros- 
perity; or in times of inflation when the problem is 
not what to do about low prices but what to do 
about high prices. 

As for the other farm activities, Senator Byrd 
would slice sharply into the rural electrification funds, 
but cut out only $4 million of the $304 million sched- 
uled for soil conservation and a third of surplus-com- 
modity disposal expenses. On the other hand, the 
NAM would treat the rural electrification program 
with more sympathy, but cut a third out of soil con- 
servation and provide nothing for surplus products 
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on grounds no need for it exists under either pres- 
ent or prospective conditions. Senator Byrd actually 
adds funds to farm research programs, while the 
NAM suggests a $15-million saving. Both studies 
hit hard at the $141-million sprawling conglomerate 
of housing and production credit programs. The 
NAM cuts these funds in half, and Senator Byrd 
slashes them to $15 million—though what specific 
restrictions they would impose on the various pro- 
grams are not indicated. The other studies do not 
detail cuts proposed in farm funds. Nearly all the 
farm programs are included in the CFTP’s areas 
where substantial savings can be effected. 

Budget savings in the conservation and use pro- 
grams are also supported from an unusual source close 
to home—the American Farm Bureau Federation, one 
of the major farm associations. Its recommendation 
that the proposed 1952 new authorization of $285 mil- 
lion be cut in half, however, would affect only 1953 
Budget outlays. Many of the conservation incentive 
payments budgeted for 1952 have presumably already 
been committed under the authority of last year’s 
appropriation bill. Funds are authorized in one year 
and cash payments made to farmers out of appropri- 
ations voted the following year, provided approved 
conservation practices were observed in the earlier 
period. 

Other authorities look upon the conservation pro- 
gram even more severely, some to the extent of 
doubting if any substantial conservation actually re- 
sults. Others have questioned the need of paying 
farmers to follow practices obviously in their own self- 
interest. The Joint Committee’s staff, for example, 
suggests repeal of the authority for this program, 
which dates back to 1936, and replacing it with a 
greatly reduced service. 

The price-support program, a political “untouch- 
able” of long standing, has weathered many an attack. 
Any notable savings would require changes in stat- 
utes only recently revised and would inevitably run 
into heavy going in Congress. Despite the current 
and prospective favorable position of agriculture, sup- 
port activities will continue at a high level into 1952 
under the present mandatory program. Loans and 
purchases are expected to total more than $1.8 billion, 
assuming price levels of about those of the second 
half of 1950. A net budgetary outlay of $169 million 
will actually be required after sales and loan repay- 
ments are deducted. 

Continued support of perishable products is ex- 
pected again to result in losses, and corollary expenses 
deriving from the support program will be required 
for construction of storage facilities, wheat export 
subsidies, and crop controls. 

In the absence of the improbable repeal of the sup- 
port program or, at least, of the present requirement 
of price propping at high levels, two of the studies 
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make other suggestions for cutting its costs. The 
NAM proposes that incentive subsidies, such as are 
implicitly involved, should be considered as a means 
of stimulating agricultural output to meet defense 
needs “only after all other means of stimulating out- 
put consistent with the operation of the free market 
have been found inadequate to maintain the needed 
volume of goods, services, or facilities.” Senator Byrd 
adds that if food subsidies are necessary, they should 
be paid for out of price-support receipts, presumably 
meaning from liquidation of federal inventories, since 
the Budget does not estimate net receipts from the 
program in 1952, 


Military Services 
1952 Proposal—$41,421 Million 


THE BIGGEST STONE WALL IN THE PATH 
of attempts to pare down the $71.6-billion Budget is 
obviously the huge amount earmarked for direct 
support of the military services—58% of the total 
1952 outlay. Against this solid bloc of semiuntouch- 
able appropriations, economies proposed elsewhere in 
the Budget look small indeed. Few individuals today 
would hold back on funds necessary for rapid expan- 
sion of military strength or for the nation and its 
allies to quickly ready themselves to meet any possible 
exigency. Savings suggestions in military funds are 
also difficult to formulate since no details have yet 
been presented on how the total request—admittedly 
but a highly tentative estimate—is to be divided up 
and spent. 

Most budget studies, therefore, pass up this cate- 
gory when it comes to economy proposals. But, in 
light of past records of profligacy and waste in armed- 
force spending, they almost invariably add that sav- 
ings here can undoubtedly be made. As the CED 
says, “the big challenge of the Budget is in its de- 
fense component.” At least four of the studies, ven- 
turing in where angels fear to tread, do make some 
detailed recommendations. 

The sweeping changes in the military establishment 
that were urged by the Hoover Commission are 
familiar to many. Some changes had been adopted, 
more were in the planning stage when war broke out 
last June. Taking the $1 billion to $2 billion of purely 
administrative savings estimated by its task force as 
possible on the basis of a $13.5-billion military budget, 
the commission now believes that continued progress 
in reorganization could hold 1952 outlays about $3 _ 
billion under what they would otherwise be. 

Still another approach to controlling military spend- 
ing is outlined by the Council of State Chambers of 
Commerce. This group suggests that the great ex- 
cess of spending authority enacted or recommended 
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in 1951 and 1952 ($111 billion) over what it is ex- 
pected will actually be spent in the same period 
($60 billion) should be narrowed. The idea would 
be that holding down authority to spend closer to 
actual outlays of funds would act as something of a 
checkrein to “excessive waste and misuse” of men, 
materials, and money by the Armed Services. 

The answer to this approach presumably would be 
that since the major share of outlays are earmarked 
for “hardware” which must be contracted for as much 
as several years in advance of delivery, a large back- 
log of spending authority is only normal in the early 
stages of rearmament. And, as the council concedes, 
its proposal “can have no great effect” on the 1952 
Budget since spending authority already enacted ex- 
ceeds projected 1952 cash outlays. 

Senator Byrd believes that at least $500 million 
could be saved out of armed-force costs through 
fewer civilian employees in the military establish- 
ment. According to his estimates, the ratio of civilian 
workers to men in uniform has been about one to 
two, as compared with the one to five ratio of War IL. 
Assuming that civilian employment will expand from 
the present 1,100,000 to more than 1,250,000, the 


_ Senator asserts that at least 150,000 of the increment 


is unnecessary. In fact, “the military effort would 
be strengthened if, through greatly needed efficiency” 
and maximum utilization of civilian personnel, the 
150,000 were not hired, he believes. To make any net 
savings on the proposal, though he doesn’t so state it, 
the Senator would presumably look with disfavor on 
any efforts by the military to fill these positions with 
uniformed men. To do so would correspondingly in- 
crease the payroll for service personnel, to say noth- 
ing of the future costs for veterans’ benefits, pensions, 
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and other costs which civilian employment would not 
involve. 

Another detailed and most illuminating study of 
possible savings in military outlays is that of the 
staff of the Joint Committee. Restricting their cov- 
erage to only certain rights, practices, and benefits 
quite incidental to military efficiency or strength, 
the staff produces a set of proposed legislative changes 
that it estimates would result in $360 million of 
economies the first year and $385 million the second. 
(See table, page 201.) 

The admonition of the full Joint Committee treats 
more generally the need for economizing in this larg- 
est of all Budget categories, thereby summing up the 
attitude of most of the Budget studies: 


“We must be prudent, frugal, even parsimonious. We 
must avoid duplication, swollen inventories, extravagant 
construction—in short, all unnecessary military expendi- 
tures. This is no time for luxury, waste, or extravagance 
anywhere, not even in the Armed Services.’’ 


No one maintains, however, that effective use of 
the tremendous sums being requested for national 
defense can be attained by general policy statements. 
It is a tough, exceedingly detailed job requiring a 
maximum of surveillance and determined effort by the 
Executive, Congress, the Office of Defense Mobili- 
zation, and, above all, the Department of Defense. 


Veterans’ Programs 
1952 Proposal—$4,911 Million 


VETERANS’ BENEFITS AND SERVICES ARE 
expected to cost under $5 billion in 1952 for the first 
time in six years. But they will still represent one 
fifth of nonmilitary spending (7% of total budget 
expenditures). The decline from their all-time peak 
of $7.4 billion in 1947 has been entirely accounted 
for by shrinking readjustment and insurance pay- 
ments. Compensation and pensions, and medical care 
continue, in fact, on the upgrade. 

Veterans’ benefits and services are one of the 
political untouchables that come into most of the dis- 
cussions on spending reductions. Yet in this fertile 
area the cuts recommended by some groups have 
been negligible. Senator Byrd, through the means 
of greater administrative efficiency and elimination 
of nonessential programs (which he fails to spell 
out), thinks $200 million can be saved. The NAM 
merely would halt additional hospital construction, 
thereby eliminating approximately the same amount. 
Recommended savings by the Hoover Commission 
’ in this area come to only $90 million. 

Our country was born out of a war, and our history 
has been spotted since with other major and minor 
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conflicts. We have always found troublesome the 
question of how far a grateful citizenry should go 
in expressing gratitude to its ex-soldiers. Veterans’ 
legislation directly following each war began with 
special compensation to just two groups of recipients 
—ex-soldiers who had incurred disability as a direct 
consequence of the performance of military duty, 
and the surviving dependents of soldiers who died in 
service or from causes directly traceable to service. 
But as the years elapsed after each war the system 
of pensions was liberalized to pay benefits to all 
needy disabled veterans and their dependents regard-- 
less of whether the disability or death had service 
connections. This is, in general, the pattern that fol- 
lowed the Revolutionary War, the War of 1812, the 
Civil War, and the Spanish-American War.! 

The abuses of the Civil War pension system was 
fresh in the minds of Congress when it developed a 
careful and comprehensive system of veterans’ bene- 
fits following World War I. Compensation was pro- 
vided only for service-connected disability and death. 
Additional benefits such as medical care, life insur- 
ance and rehabilitation training were also provided. 
But a system of pensions was rigidly avoided. The 
subsequent history of the vicissitudes of veterans’ 
legislation between the two World Wars is well 
known. Pensions were legislated, repealed, and then 
restored. Veterans demanded, and were granted, 
a bonus. Once again we deviated from the original 
goal of compensating for service-connected hardship 
and no more. 

The problem today is very little different from 
what it was after past wars, but because of the 
larger numbers of veterans involved it has become 
more acute. Besides, at the outset, our World War 
II veterans have been put on a par with World 
War I veterans as regards pension, compensation and 
medical care benefits.” . 

Special programs for veterans lose their claim for 
consideration when viewed against the many welfare 
measures enacted in the past two decades for our en- 
tire citizenry. Thus President Truman points out 
that “many of the needs of our veterans and their 
dependents can be met best through the general pro- 
grams serving the whole population.” Veterans’ legis- 
lation, he adds, “should provide only for those special 
and unique needs which arise directly from military 
service.” How much of the legislation currently on 
the books can pass this test? 

Of the $2.2 billion expenditure for compensation 
and pensions in 1952, $605 million will be disbursed 
to an estimated 812,000 nonservice-connected cases. 


1See “The World War Veterans and the Federal Treasury,” 
National Industrial Conference Board, 1932, pp. 1-7, for an interest- 
ing brief review of veterans’ legislation in this country prior to 
World War I. 

2See “Veterans Benefits Add Up,” The Business Record for January, 
1951. : 
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Medical care expenditures cannot so easily be as- 
signed to nonservice-connected cases, since they are 
presented in an aggregate that includes hospital and 
domiciliary care and outpatient services. 

About two thirds of present hospital patients are 
being treated for nonservice-connected disabilities, 
however, so it is probably fair to assume that at 
least half the $350 million allocated to current ex- 
penses of medical care will have no relation to service 
connection. And since present hospital facilities have 
proved to be more than adequate to handle veterans 
with service-incurred ailments and injuries, the total 
hospital construction expenditure of $155 million may 
be classified as nonservice-connected. 

About $10 million a year is attributable to burial 
expenses of veterans who do not die of service- 
connected causes. 

The two groups that would really cut into the 
veterans’ programs are the staff of the Committee on 
the Economic Report and the Committee on Federal 
Tax Policy. By the type of reasoning employed above, 
the CFTP concludes that between $500 million and 
$1 billion could be saved without touching the serv- 
ice-connected cases. This is in addition to suggested 
reductions in hospital construction, which the CFTP 
considers under the heading of public works. 

The staff of the Committee on the Economic 
Report, by a more thorough and more detailed prob- 
ing of veterans’ expenditures, comes up with sug- 
gested savings of $516 million in 1952. Only $175 
million of this is accounted for by reductions in the 
pension, medical-care, and burial programs, and 
there the reforms would be more on the administra- 
tive than on the legislative level. For example, the 

‘committee would establish an objective means test 
for proof of need before the veterans with nonserv- 
ice-connected ailments could be hospitalized. The 
remaining $341 million would be saved in the read- 
justment programs; $265 million by eliminating on- 
the-farm training, and $76 million by abolishing the 
interest gratuity on mortgages. 

An analysis of the $155 million hospital construc- 
tion expenditure indicates that, with minor excep- 
tions, such as a proposed regional office building in 
Chicago, it is for the continuation of a program well 
under way. The total estimated cost of the program 
($891.3 million) may be broken down as follows: 
$765.5 million for seventy-five new hospital projects 
to provide 36,504 beds; $88.0 million for altering and 
renovating existing hospitals; $31.5 million for port- 
able initial equipment for the former; and $6.3 mil- 
lion for two new regional office buildings at hospital 
sites. By the end of the fiscal year 1951, it is esti- 
mated that $578.1 million will have been spent, and 
the program thus will be two-thirds completed. 
The major part of the $155-million 1952 outlay 
is for work under construction at the end of the 1951 


fiscal year. How far it is under construction is, of 
course, a matter of conjecture. But, no matter what 
stage it is in, the NAM would leave it as it stands 
on June 30, 1951, by cutting off all further funds. 
The suggestion of the staff of the JCER would 
allow the present program to be finished, but 
it recommends that authorizations for future 
hospital construction that are as yet unobligated 
be rescinded. More than $500 million of authoriza- 
tions to construct veterans’ hospitals are unobligated, 
according to the JCER. While this would have no 
effect on 1952 expenditures, it would reduce expendi- 
tures in later years. And it is tremendously impor- 
tant that we seriously study our future commitments 
to veterans since “before many years nearly all the 
population may be veterans or the dependents of 
veterans.”? 


International Security and 


Foreign Relations 
1952 Proposal—$7,461 Million 


WITH NO DETAILS AVAILABLE ON WHAT 
the Administration would do with nearly all the 
funds it asks for here, the various efforts to uncover 
economies could make little headway. The Budget 
earmarks $7,112 million of the over-all total for mili- 
tary and economic assistance, apparently including 
aid under the Mutual Defense Assistance Pact, the 
ERP, and the, Point Four Program. What the break- 
down between these programs would be or what 
specific uses the appropriations would be put to is 
still to be revealed. 

About all that is known of the official plans is that 
the “great preponderance” of funds will finance a 
rapid buildup of mutual defense forces and that more 
than half this total, whatever it may be, is for pro- 
curement of military equipment. Continued economic 
aid—particularly to Europe—would be oriented to- 
ward increasing productive capacities and strength- 
ening military potentials. 


With only this much to go on, budget-cutting 
studies have either refrained from any recommenda- 
tions or made only the most general suggestions. 
Senator Byrd would completely excise all new eco- 
nomic aid, allowing funds only for commitments al- 
ready made or goods still in the pipe lines at the end 
of the present fiscal year. On the basis of his estimate 
that about $4 billion will be budgeted for economic 
aid, the Senator believes $3.5 billion could thus be 
saved. 


Without any specifications, the Chamber of Com- 
"Budget Message of the President, 1952, p. M57. 
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merce asserts that foreign economic aid “should be 
cut by at least $2 billion”; and the Hoover Com- 
mission holds that a 25% cut in personnel engaged in 
foreign affairs activities and other unlisted economies 
would save $20 million. Although it makes no esti- 
mates, the CED believes a “serious question” exists 
whether the $2.7-billion increase recommended over 
current outlays for all foreign-aid programs is required 
in light of recent improvements in production and 
in balance-of-payments positions vis-a-vis the United 


' States. 
General Government 
1952 Proposal—$1,351 Million 
FUNDS FOR GENERAL HOUSEKEEPING, 


Congress, the courts, and activities generally support- 
ing other major federal functions appear under this 
heading. As a rule, requested appropriations have 
been held to about the current level. Total funds 
would, in fact, be less than in 1951 but for the recom- 
mendation that $164 million be provided for the dis- 
persal of key governmental facilities outside the Dis- 
trict of Columbia as a precaution against possible 
attack. 

Dispersal is about the only item on which there 
appears to be any difference of opinon. Senator Byrd 
would leave federal offices and employees where they 
are, the NAM believes the request is $64 million too 


high, and the Council of State Chambers of Com- 


merce implies that the project is an unnecessary and 
passing phase of “war hysteria.’ Among other sav- 
ings mentioned here, the NAM believes that $164 
million for property and records management could 
be cut $46 million, and joins with Senator Byrd in 
making relatively sharp cuts, percentagewise, in funds 
for the Justice Department and the Civil Service 
Commission. The Senator would even take a bite 


out of proposed federal payments into civilian em- 


ployee retirement funds. The staff of the Joint Com- 
mittee finds another $57-million savings possible from 
changes in procurement practices, annual-leave rules 
for public employees, and user charges assessed by 


government business enterprises. 


Including the specific figures listed above under 
other major Budget functions, the Hoover Commis- 
sion estimates its type of savings would total $5.5 
billion. In general, these differ from most of the 
other proposals in that they are administrative in na- 
ture, designed to economize through greater operating 
efficiency and changes in procedures while still sup- 
plying essentially the same services. In contrast, the 
others tend to cut back services and projects they be- 
lieve unnecessary, postponable, or wasteful at this 
time. Strictly speaking, then, total economies sug- 
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gested could be the sum of both types of approach to 
the Budget. Since this discussion follows the func- 
tional breakdown of the Budget as made by the 
Budget Bureau, many of the Hoover Commission’s 
proposals have not found a place, applying as they 
do to the over-all conduct and the mechanics of gov- 
ernment. 

At the time the commission originally made its 
study, the budgetary savings estimated as then pos- 
sible were placed at about $3 billion. The $5.5 billion 
now held realizable does not result from another analy- 
sis of federal operations, but is essentially an upgrad- 
ing of the previous estimate from the basis of the 
1949 $40-billion budget to a $71-billion program. The 
commission believes such savings are still possible, 
even though about 50% of its reforms have already 
been adopted and some savings are already being 
realized. 


Social Security, Welfare 


and Health 
1952 Proposal—$2,625 Million 


STATE-FEDERAL PUBLIC ASSISTANCE 
programs will take half the $2.6 billion provided in 
the 1952 Budget for social security, welfare, and 
health. Until the mid-thirties, public assistance (re- 
lief) had been solely the responsibility of the state 
and local governments. But this burden became so 
tremendous during the depression that the Federal 
Government extended grants-in-aid for three specific 
categories of relief expenditures—the needy aged, 
dependent children, and blind. As part of the 1950 
amendments to the Social Security Act, a fourth cate- 
gory of needy persons was added to the list of those 
for whom federal grants may be conferred. These 
are the permanently and totally disabled: 

The net effect, of diverse trends and changes in 
the public assistance programs will be to raise federal 
contributions in 1952 to an all-time high of $1.3 bil- 
lion, the major part of this expenditure ($862 million) 
going to the old-age assistance program. Aid to de- 
pendent children will take $325 million, aid to the 
blind $35 million, and aid for the group suffering 
from a permanent and total disability $79 million. 

The old-age assistance program, it will be remem- 
bered, was designed to supplement the insurance 
program embodied in the Social Security Act. It 
was regarded as a transitional program that would 
decline as more and more of our retired workers 
became eligible for OASI. Instead, it has grown 
sharply over the years, the federal outlay for this 
item multiplying more than tenfold. Hopes have 
been recently voiced that this category of expendi- 
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ture would decline without outside pressure, the 
basis for the hopes this time being the extended cov- 
erage, higher benefits and easier requirements for 
OASI contained in the 1950 amendments. The de- 
sirability of reducing old-age assistance costs, was, 
in fact, one of the arguments for liberalizing the in- 
surance aspect of the social security program. But 
these decreases will be almost imperceptible in the 
1952 Budget outlay. To be sure, it is slightly under 
the $875-million estimate for 1951 but it tops the 
1950 record outlay by $36 million.’ 


The groups that have examined the future course of 
federal expenditures are in general agreement that an 
outlay for relief of the order of $1.3 billion is an 
anomaly in a period of high employment, needed 
economy, and strengthened social insurance. They 
would have the Federal Government rescind some of 
its financial support of such programs, their specific 
proposals mentioning a saving of $100 million (Com- 
mittee on the Economic Report); $302 million 
(NAM); and $862 million (Senator Byrd). It is 
evident from the variation in the suggested savings 
that there are represented diverse approaches to the 
problem. The staff of the JCER directs its attention 
solely to the old-age assistance program, suggesting 
two basic types of revisions in the law relating to 
the programs: (1) revision of financial participation 
(requiring a larger outlay by the state per dollar of 
federal funds used); and: (2) stricter definition of 
eligibility. . 

Senator Byrd’s recommended saving coincides pre- 
cisely with the Budget estimate for the OAA pro- 
gram. The NAM suggests that reducing the federal 
share of payments “would deter the states placing 
many unneedy cases on the rolls,” while the CFTP 
feels that this is “an opportune time to restore [the 
assistance program] to its proper realm of local re- 
sponsibility.” 

Besides public assistance, the two other significant 
expenditures, in the social security, welfare and health 
category, are for the Railroad Retirement Board and 
for the promotion of public health. The latter amounts 
to $380 million. Of this, $136 million is for federal 
grants to states and local governments to defray part 
of the cost of constructing hospitals; $72 million is 
for other federal grants (e.g. maternal and child wel- 
fare services); $142 million is for direct federal pro- 
grams such as the research and hospital activities of 
the Public Health Service; and $30 million is for 
two new programs of grants: (1) vocational training 
of nurses, and (2) strengthening local health services. 
It is generally felt by the economizers that this is 
no time to install new programs or to encourage addi- 
tional construction. Thus Senator Byrd pares the 


See The Business Record, January, 1950 for analysis of trends in : 


OAA and a discussion of present compared with the past grants-in- 
aid formulas. 


“Getting Theirs” 


“The farmer seems to have assumed also that the 
state and national governments are thoroughly com- 
mitted to a policy of class legislation and that his only 
hope is to share in the special privileges secured by 
governmental action. This point of view was reflected 
in an address of O. E. Bradfute, former president of 
the American Farm Bureau Federation: 

“When the banks were having grave difficulties, 
Congress took a lot of time and study and evolved 
the Federal Reserve Act. It was for a special class— 
the bankers. 

“ ‘When the railroads were in difficulties following 
the war, Congress got busy and evolved the Esch- 
Cummins act. It was for a special class—the railroads. 

“ ‘When the laboring men advanced the claim that 
they were not getting all’ that was coming to them 
and demanded an eight-hour day without a cut in 
wages, Congress evolved the Adamson law. It was 
for a special class—the laboring men. 

“ ‘Surely, it isn’t wrong to take care of the greatest 
producing class in the country, which is new in grave 
difficulties.’ ”—“‘The Green Rising,” by W. B. Bizzell, 
The MacMillan Company; New York, 1926. 


total sum for public health down to $225 million, 
and the other groups intimate similar possible reduc- 
tions. 

The Railroad Retirement Board expenditure of 
$646 million represents principally “a bookkeeping 
transfer of payroll taxes.” Under OASI, amounts 
equal to payroll tax receipts are put in the trust 
fund and neither the receipts nor expenditures for 
this item are reflected in the Budget. But under the 
railroad retirement procedure, appropriation of the 
estimated receipts from railroad payroll taxes is 
paid in advance of tax collection, the budget for that 
year reflecting on the receipt side railroad payroll 
tax collections, and on the expenditure side an esti- 
mate of what these collections are expected to amount 
to plus interest for the year on this appropriation. 

Such interest amounts to about $1 million a year 
according to the staff of the Committee on Economic 
Report which would save this sum by changing the an- 
nual specific appropriation to a permanent indefinite 
appropriation. Incidentally, President Truman has 
recommended more than once that railroad payroll 
taxes be transferred to the fund as they are collected, 
rather than in advance of collection, in order to 
“correct the present indefensible practice whereby _ 
the Federal Government pays interest on money that 
it advances to the fund.” 

In addition to eliminating $1 million a year in in- 
terest, the Committee on the Economic Report rec- 
ommends that we stop further payments from the 
Treasury to the railroad retirement account for. mili- 
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tary service credits of railroad workers. This would 
save $33 million in 1952. The staff feels strongly 
that such funds should not be transferred until they 
are needed when claims mature. It is of the opinion 
that the total amount may never be needed. 

The NAM would reduce the 1952 outlay for the 
Railroad Retirement Board $54 million by cutting 
it back to the amount actually spent in 1950. As 
increased railroad payrolls expected in 1952, and not 
increased expenditures, are responsible for the grow- 
ing appropriation, this hardly seems a feasible sug- 
gestion. 

A discussion of the Budget category of social secur- 
ity, welfare and health would be incomplete if it 
ignored the expenditure for Indian welfare. Not that 
the amount allocated to this item is large enough to 
have an impact on the total Budget but because here 
is a vivid example of how a government agency and 
program can become so entrenched that it persists 
and even expands at the same time as the need for 
it diminishes. Thus, while the Indian population de- 
clines the staff of the Bureau of Indian Affairs grows. 
According to the NAM, there is now one federal em- 
ployee in the bureau for every thirty Indians. 

Senator Byrd and the NAM both recommend sub- 
stantial cuts in the $43 million expenditure for Indian 
welfare in 1952, the latter whittling it all the way 
down to $8 million. And the Hoover Commission 
thinks a saving of $10 million would be possible as a 
result of suggested administrative measures to inte- 
grate the Indians into the rest of the population. This 
item goes to make up a large part of the total $25 
million savings that the Hoover Commission suggests 
for social security and related programs. The other 
$15 million, it claims, could be effected by cutting 
the costs of administering the OASI trust fund. This 
latter figure, however, is not reflected in Budget ex- 
penditures, but is shown separately under trust fund 
_ operations. 

It is important to note here that President Tru- 
man’s proposed medical care insurance program es- 
capes scrutiny by the “economizers” because it too 
would represent an extra-budgetary program. Re- 
ceipts and expenditures for such medical care insur- 
ance would be handled through a trust account, 
paralleling the procedure for OASI. 


Interest on the Debt 
1952 Cost—$5,897 Million 


THE MOST UNTOUCHABLE OF ALL, 
interest on the national debt, receives the attention 
of only one economy study. The staff of the Joint 
Committee looks into discrepancies in the rates of 
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interest paid out on different types of deposits and 
debt instruments, and comes up with suggestions 
that could save $105 million. For the rest, there 
would seem to be nothing else to do but pay up. 


Education and General 


Research 
1952 Proposal—$483 Million 


EDUCATION AND RESEARCH, THOUGH 
still only a drop in the federal expenditure bucket, 
(less than half a billion dollars), is scheduled in the 
Budget to more than triple between 1951 and 1952. 
Most of this increase would be owing to a not-yet- 
enacted program of federal aid to education. In each 
of his past four budget messages, President Truman 
has urged such a program and has hopefully included 
funds to get it under way. But it is an exceedingly 
controversial matter and though it has twice suc- 
ceeded in getting through the Senate, it has on both 
occasions died in the House. 

Whether they would ultimately favor federal finan- 
cial assistance to the public school system of our na- 
tion, most of the economy groups feel that this is 
hardly the propitious moment to embark on such a 
program. Thus, among the suggested savings listed 
by Senator Byrd, the NAM and the FCTP, is the 
$290 million included in the budget as the-cost of 
federal aid to education during its first year of op- 
eration. Neither the Hoover Commission nor the 
Committee on the Economic Report touch on this 
proposal in their discussion of possible economies. 

The other large single item in the “Education and 
Research” category is the projected outlay of $106 
million for the education of children on federal prop- 
erty and in emergency areas. This is the result of 
laws enacted last year giving the Federal Security 
Agency the job of seeing to it that children living 
on federal property or in areas especially affected 
by federal activities have available to them free 


public education. Prior to this legislation, a variety 


of arrangements existed, and some of these children 
were denied the opportunity for elementary and sec- 
ondary education at public expense. In the language 
of the Hoover Commission task force on public wel- 
fare, they were “educational orphans.” 

The NAM describes this as another “foot-in-the-- 
door program,” which was passed in haste toward the 
end of the last session of Congress. It would virtually: 
eliminate it by chopping out $100 million of the $106: 
million requested for 1952. Senator Byrd would hold 
the amount for this item down to about the total 
estimated for it in 1951, thereby saving $66 million. 
The other groups do not mention it. 


The CFTP Makes a Different Sort of Proposal 


OE OF THE more thorough of the budget-cutting 
studies—that of the Committee on Federal Tax 
Policy headed by Roswell Magill—has been mentioned 
only in passing in this discussion, although its recommen- 
dations to save $10 billion encompass, one way or 
another, every Budget item. The Magill analysis uses a 
quite different Budget Bureau arrangement of federal 
spending than the other groups—one which classifies pro- 
posals into those intended to create assets or develop 
resources and those yielding current benefits or services. 

The committee treats 1952 proposals under four prin- 
cipal headings: expenditures for loans; for public works, 
commodity inventories and equipment; for aids and 
special services to governmental units and others; and for 
other current operating expenses. 


e All federal lending should be suspended as 
promptly as possible. No new loans should be made 
and lending-agency activities should be restricted 
to servicing and collecting outstanding loans. Sav- 
ings, it is estimated, would total $1.5 billion. 

e A 50% reduction should be effected in public 
works spending, except on atomic energy, defense 
housing, and dispersal of government works. Pro- 
jects not directly contributing to defense should be 
suspended. Savings are placed at $750 million. 


e The vast program of federal aids, grants, sub- 
sidies, and special services to state and local govern- 
ments and to groups and individuals should be 
pruned of "nonessential" items. Apart from the aid 
programs closely related to defense needs and cer- 
tain other essential federal services, a 50°/ cur- 
tailment is held possible. Savings are estimated at 


$3 billion. 


e Greater efficiency in government through 
Hoover-type reforms to reduce current operating 
costs. Savings estimated at $1 billion. 


e Discontinuance of price-support purchases of 
farm products. Liquidation of present inventories 
and mortgages and business loans held by the 
government "as far as there is a market for them." 
Adoption of new policies to curtail further acquisi- 
tions of such holdings. Proceeds estimated at $2 
billion. Strictly speaking, this represents primarily 
an addition to receipts rather than a cut in budget 
spending. The committee, however, includes the 
figure in its budget-savings total. 


e Considering the "very many. additional oppor- 
tunities for savings" not covered by its specific 
recommendations, another $1,175 million savings is 
believed possible from such other areas. 


The sharp slashes these recommendations would make 
in some areas of federal spending bring the committee 
head-on against the old problems of previously authorized 
spending and programs already in progress. To clear the 
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way for cuts of the magnitudes it suggests and at the same 
time to strengthen Congressional control over each year’s 
budget, a drastic piece of action is believed necessary. 
The Magill group would have Congress suspend for three 
years the operation of “every provision of the law now in 


The Committee on Federal Tax Policy 


Recommends 
Specific in Expendi- for 
Savings of tures of 


$1,500 million! $2,077 million! Loans (gross)! 
g 


750 1,610 Public works not re- 
lated to defense 

500 4,761 Veterans’ programs 

2,500 4,842 Grants and services 


to states and others 

$5,250 million $13,290 million 
General 

Savings of 


$1,000 million 


in via 


All government de- Greater efficiency 


partments and elimination of 
waste and misman- 
agement 
Increased from b 
Receipts of b/ 
$2,000 million REC, CCC, and Liquidation of loans, 


FNMA activities mortgages and com- 


modity inventories 
All told, this adds up to 


$8,250 million 


But, the CFTP adds, its analysis “has been far from exhaust- 
ive. For example, no attempt was made to determine how much 
could be saved from the $7 billion for international aid nor. . . 
to estimate what savings could be accomplished by eliminating 
waste and extravagance in the military budget. Giving recog- 
nition to these two factors and to our necessarily limited survey 
of civil expenditures, we come to the conservative conclusion 
that a total reduction of at least $10 billion is possible, while still 
leaving intact all the government that our free nation requires.” 


1With expected loan repayments of $1,406 million, net budget outlays on 
loans in 1952 are estimated at $671 million. This is the figure that actually 
appears in the Budget. 


force requiring expenditures or appropriations,” except- 
ing only present laws pertaining to direct military spend- 
ing, international aid, and interest on the public debt. 
The committee concedes that some authorization and 
expenditure laws would be found necessary and should 
be promptly restored. It does not treat the problems; 
confusion, and other conceivable ramifications arising 
from the suspension of the hundreds, probably thousands, 
of laws affecting federal spending during the time it 
would take Congress to review them all. For this same 
general dilemma posed by past authority, the Council of 
State Chambers of Commerce prescribes a somewhat 
milder remedy. Pointing out that Congress can always 
amend or repeal basic legislation authorizing future spend- 
ing, it restricts its recommendation here to the admonitio 
that Congress should overhaul such statutes. E 
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The Committee on the Economic Report digs out 
the Interesting fact that the vocational education ex- 
penditure of $27 million includes a permanent appro- 
priation of $7.5 million, which is “spoken for” by spe- 
cific categories of training and cannot be used for 
needed defense workers. The staff suggests that $2 
million a year may be saved by repealing this per- 
manent appropriation, one third of which is for dis- 
tributive trades. 

In summary, it may be said that education expendi- 
tures, though small, appear to be a popular category 
for effecting savings. It may be pointed out here 
that the amount shown under this functional heading 
greatly understates total Budget expenditures for 
education and research. Educational programs relat- 
ing to specific groups in the population or for specific 
purposes are classified elsewhere. Thus $498 million 
for education and training of World War II veterans 
appears under “Veterans’ Services and Benefits.” 


Labor 
1952 Proposal—$215 Million 


TOTAL EXPENDITURES FOR LABOR ARE 
estimated at $215 million for 1952. Three fourths of 
this total ($165 million) is for grants-in-aid to pay 
for the costs of administering the federal-state sys- 
tem of public employment offices and unemployment 
insurance. Covered employers contribute a special 
3% federal unemployment tax on covered payrolls 
ostensibly to meet these administrative expenses al- 
though the tax is not earmarked and goes into general 
receipts. For 1952, the receipts from this tax, it is 
estimated, will be $263 million. Thus, the Federal 
Treasury will, as before, make a profit on this program. 

Even so, Senator Byrd would cut the 1952 federal 
expenditure for this program down to $75 million. 
He is the only one who goes into this segment of the 
Budget in any detail. And it is interesting to note, 
that although in this one item he would eliminate 
$90 million, his total expenditure for the category 


is $211 million, just $4 million below the President’s ' 


request. 
Senator Byrd explains that what he has done is 
contemplate coming expenditures in the light of the 


_ 1946 level of activity. Thus, where the Budget lists 


$14 million for labor standards and training, his sug- 
gested expenditure is $100 million, an increase of $86 
million. This almost cancels out the $90-million de- 
crease mentioned above. But the $90-million cut, in- 
stead of rolling the expenditure for unemployment 
insurance and placement back to the 1946 level, would 
slice it almost in half. In 1946, according to the 
Senator, $146 million was spent on these activities. 

The NAM thinks that $16 million in labor expen- 
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ditures can be saved by reducing the industrial safety 
program and the activities of the Women’s Bureau 
and the International Labor Organization. 


Housing and Community 


Development 
1952 Proposal—$102 Million Net Receipts 


CUTBACKS IN HOUSING CREDIT AND 
building programs to meet the requirements of a de- 
fense economy will bring planned expenditures under 
this heading below receipts in 1952. Consequently, 
in that year the housing and community develop- 
ment function of the Budget is expected to net the 
government $102 million. 

The most controversial expenditure proposed by 
the President in this category is $100 million for de- 
fense housing, community facilities and services. It 
is felt by the administration that these will be needed 
in key areas to take care of the influx of defense 
workers and military personnel.’ A bill approving a 
government-aided defense housing program was 
passed by the Senate on April 9. 

This bill would authorize $1.5 billion in govern- 
ment-insured mortgages to be issued through the 
FHA; would provide a revolving fund of $10 million for 
the Federal Government to assemble and improve sites 
for large-scale housing projects in defense areas; would 
make available loans and grants from a $60-million 
authorization for construction and maintenance of 
community facilities and services that could not 
otherwise be obtained; and would provide up to $15 
million of government loans to established producers 
of prefabricated housing. 

Direct government construction of housing would 
be permitted only in isolated defense areas where 
private industry, given ninety days to make bids, did 
not step forward to do the job. The ceiling fixed in 
the bill on such construction is $50 million. 

This defense housing bill is more confined than 
the one originally requested by the Administration, 
but it is thought to have a better chance of consider- 
ation by the House of Representatives. The Adminis- 
tration bill was sent back to committee by the House 
on March 14. 

The NAM lists the $100 million for defense hous- 
ing, etc., as suggested savings, causing the excess of 
income over expenditures for the housing and com- 
munity development function to rise to $202 million. 
The CFTP would not tamper with this proposal. 

Senator Byrd actually recommends an increase in 
this expenditure and civil defense combined. While 


1According to Clayton Knowles, in The New York Times, April 15, 
1951 “workers and service personnel even now are moving to new 
assignments and a housing shortage is already apparent.” 
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the Budget provides $430 million for these two items 
together, he suggests $500 million; but he stipulates 
that no new money is to be provided. All expendi- 
tures are to be financed by receipts from previous 
housing operations. 

Most of the receipts that the government will 
realize in 1952 will accrue to the Federal National 
Mortgage Association. The FNMA will be largely re- 
turned to a stand-by status by then, according to the 
President. The FNMA, it will be remembered, was 
created in 1938 to provide a secondary market for 
certain FHA-insured mortgages. After the war it 
served the same function for VA-guaranteed mort- 
gages. But under the Housing Act of 1950, advance 
commitments for future mortgages were prohibited. 
, With this step and increased sales of mortgages, net 
receipts of $530 million are anticipated in 1952. 

The other program that will show substantial net 
receipts that year is public housing ($138 million). 
The only federal expenditures for public housing pro- 
grams in 1952 will be annual contributions to help 
pay rentals of low-income tenants. More than off- 
setting this will be collections and private refinancing 
of previously made temporary federal loans for the 
initial construction of public housing projects. 

While paring housing expenditures, the President 
would still allow for a minimum program of loans 
for farm housing ($23 million) and educational insti- 
tutions ($36 million). And he would still proceed, 
although on a minor scale, with slum clearance and 
urban redevelopment ($65 million), and with other 
related programs ($53 million). Senator Byrd would 
eliminate all these expenditures instead of merely 
curtailing them, thus saving $177 million. Since he 
would increase the defense housing program by $70 
million (see above) his net recommended savings 
for housing and community facilities is $107 million. 
The staff of the JCER makes no suggestions con- 
cerning housing expenditures. 


Federal Civilian Employment 
2??? Million Persons 


PRIOR TO THE OUTBREAK IN KOREA, IT 
was anticipated that, in the fiscal year 1951, civilian 
employment in the Executive Branch of the Federal 
Government would average somewhat less than 2 mil- 
lion, with an annual payroll of about $6.7 billion. In 
the last eight months, we have left these estimates far 
behind. By the end of February, 1951, federal civilian 
employment had climbed to more than 2.3 million 
and was rising at a rate in excess of 2,000 a day. 

How much more expansion we are in for is a 


matter of conjecture. The exact number will depend, 
of course, upon the international situation. The peak 
reached during World War II was 3,770,000. 

The only official statement on this subject is by 
Frances Perkins, commissioner, United States Civil 
Service Commission, in a speech prepared for delivery 
on October 19, 1950. And this is all she said: “Many 
additional positions will be created by the present 
emergency. Estimates have varied from 250,000 to 
1,000,000.” We have already gone well beyond the 
low estimate, having added approximately 340,000 
federal civilian employees between June, 1950, and 
February, 1951. 

At the end of February, 1951, such employment 
was divided almost equally between the Department 
of Defense (1,100,000) and all other offices and de- 
partments (1,200,000). According to Senator Byrd, 
projected civilian employment in the Military Estab- 
lishment for the fiscal year 1952 exceeds 1,250,000. 
Pointing out that the armed forces are “notorious for 
extravagant use of civilian manpower,” he suggests 
that this projection be reduced by at least 150,000, 
with a saving of $500 million. In other words, the 
Senator’s recommendation would prohibit the Depart- 
ment of Defense from further expansion since the 
February level of employment already approximated 
his suggested ceiling. (See chart page 161.) 

The NAM also makes some comments about over- 
staffing of federal agencies. The 1952 Budget esti- 
mates, it states, include provision for 750,000. addi- 
tional federal civilian employees, 305,000 of whom, in 
its opinion, would be unnecessary. Thus its suggested 
savings total includes $1,020 million te be achieved 
through such a reduction. This is more than one 
fifth of its total recommended savings. 

From the fragmentary data available, it would 
seem that the NAM overstates the personnel increase 
covered by the 1952 Budget estimates. Information 
on civilian employment in the Military Establish- 
ment is lacking except for Senator Byrd’s estimate 
cited above. Information on employment in other 
agencies is scattered over 378 pages of a Budget ap- 
pendix. No,summary statement was made available 
this year. Taking the Budget appendix and Senator 
Byrd’s estimate together, it appears that the 1952 
Budget includes provision for approximately 500,000 
more employees than worked for the Executive Branch 
of the Federal Government in 1950, almost the entire 
gain going to the Department of Defense. But about 
half these additional employees already appear on 
the fiscal year 1951 payroll, leaving about 250,000 
employees to be added in 1952. 
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Selected Cases Where Changes in Legislation Would Result in Economy 


(As Detailed by the Staff of the Joint Committee on the Economic Report) 


Item 


ee 
ee | 


MILITARY SERVICES 


Pensions: Members of the Armed Forces can 
in some instances retire after a specified 
amount of service, sometimes as little as 20 
years. A man who gets out in his forties 
can often earn a good income in addition to 
his pension, toward which he contributed 
nothing. 


Reserves: Many members of reserves of armed 
forces who draw pay for reserve ‘‘training”’ 
and (if they attend enough meetings) be- 
come eligible for pensions are not really 
available for active duty because of age, 
essential occupations, or hardship. 


Hazard and incentive pay: Career Compen- 
sation Act of 1949 requires extra pay of $30 
to $210 a month for flight pay and sub- 
mnarine duty, and of $50 a month for en- 
listed men and $100 a month for officers in 
observer duty in aircraft, glider duty, 
parachute jumping, demolition, and ex- 
plosives duty, submarine escape tank 
training, and diving duty training. En- 
listed men receive 10 percent extra for sea 
and foreign duty. Doctors receive $100 
extra a month for volunteering. Actallows 
President to suspend in time of war but 
not in time of combat. 


Leave: Members of the Armed Forces are 
allowed 30 days’ annual leave. They can- 
not be required to take leave involuntarily 
and so receive additional “leave’”’ through 
time excused from duty and “‘proceed’’ 
time. Accumulation of 60 days’ leave is 
allowed. J.ump-sum payments are made 
for accumulated leave upon completion of 
an enlistment period. 


Medical care: (a) Retired military personnel 
and their dependents now receive medical 


care. 

(6). Dependents of members of Armed 
Forces receive free medical care when 
available. Since it is hard to discriminate, 
care is usually available. 

Deposits of enlisted personnel: The Armed 

‘orces are required to accept deposits of 
personal funds of enlisted personnel and 
pay interest of 4 percent. 

Commissaries: ‘‘Operational losses’’ and oper- 
ating expenses of sales to individuals are 
charged to regular appropriations. 

Date of rank: Effective date of increased pay 
for higher ranks can be date of eligibility 
rather than date of order. ~ 

Post exchanges, etc.: Expenses of military 
personnel in exchanges and some other 
expenses are charged to appropriations. 

Uniforms: Uniforms are considered personal 
property and are retained by the dis- 
charged individual, 2 


Selective service records: Records concern- 
"ing registrants under 1940 Selective Serv- 
ice Act must be retained. 


Proposal 


For those below a specified age, say 60, who 
are not retired for physical disability, pen- 
sions might be reduced. Some pension 
may be necessary because of need for keep- 
ing Armed Forces young. If pensions of 
persons now retired are to be reduced, a 
requirement for reapplication for pensions 
woud be necessary. 


Require discharge from the Reserves of all 
who become unavailable for duty. 


Abolish such extra payments. Recruiting 
situation is different now—the man who 
doesn’t volunteer is drafted. No pay can 
adequately compensate for combat haz- 
ards and inequities are less without allow- 
ances. 


Reduce the amount of leave allowed. Re- 
duce the amount which can be accumu- 
lated, (Similar changes should be made 
for civilian employees.) Allow involun- 
tary leave to be required. Charge to leave 
any period in excess of 48 hours when indi- 
vidual not on duty or hospitalized. (These 
last 2 proposals would not result in much 
in additional savings if the first 2 were 
adopted.) 

(a) Discontinue care for all personnel retired 
for reasons other than physical disability 
and discontinue care for dependents of 
retired personnel. .. 

(b) Discontinue care for dependents 
except when they live on a military 
reservation. 

Eliminate these banking services, which are 
no longer necessary with the allotment 
system which makes savings possible. 


Require prices which prevent losses and 
cover expenses. (See proposed sec. 628 on 
p. 760 eliminated on a point of order.) 

Limit date of pay to date of order. (See 
proposed sec. 630.) 


Require post exchanges, theaters, and other 
revenue-producing activities to pay all 
direct expenses. (See proposed sec. 620.) 

Require that, except for items needed for 
wear on return home, outer uniform 
clothing be turned in prior to separa- 
tion. Declare that clothing purchased by 

ersonne] under a monetary clothing al- 
owance system be considered Govern- 
ment property. 

Require that bulk of records be destroyed, 
retaining only those with archival value. 


Comments 


Information not available on proportion of 
present total of $350,000,000 which goes 
to personnel below 60. Savings would 
be greater in later years. The Govern- 
ment is now incurring obligations for 
future payments at more than 24 times 
current retired pay expenditures. Esti- 
mated that 10 percent-of total could be 
saved. 

Last year, pay for Reserve components 
was budgeted at $740,000,000. Pensions 
for Army and National] Guard reservists 
were $85,000,000—Fleet Reserve was 
$42,000,000 (part of $350,000,000 of item 1). 
With larger Reserve components as a 
result of universal training and service, 
this total could probably not be reduced 
but would be kept from increasing so 
much as otherwise. 1952 saving esti- 
mated as amount of increase from 1950 to 
1951. 1953 estimated larger because of 
growth of Reserves. 

In 1951, hazard pay about $145,000,000. 
Estimated savings include increased 
allowance for sea and foreign duty. 


Assuming 500,000 men complete enlist- 
ments annually with 30 days of accu- 
mulated leave and a base pay of $110, 
the annual cost is $55,000,000. This 
might be reduced as much as }4, that is 
46 of 80 days’ leave for 500,000 who com- 
plete enlistments at $110 base pay. 


6,175 patients per day (dependents plus 
1,000 retired personnel) at $10 a day, 
$22,000,000. Save more than thres- 
fourths of it. 


InberesticostSe-..ssencascuscese races ss Sese 


eee eee ee 


Estimated......--..-.-.- usceaexcaes Saeee 


Recapture and re-issue of uniforms for 
Armed Forces of 3.5 million. 


Total, military services.......-.-----.---|---2-----222- 22 enn n nnn n een n nen een e wenn nnnenn| meen enn ene ene e etna nen ne nne ne een nnn eseseenes- 


FINANCE, COMMERCE, AND INDUSTRY 


Federal Reserve administrative expenses: 
The Federal Government has, almost all 
incidents of ownership of ae Federal 
Reserve System except budgetary con- 
trol—getting all assets except the original 
private investment in event of liquida- 
tions. System charges Government for 
services as fiscal agent, with costs vary- 
ing substantially among different banks. 


BUSINESS RECORD 


A budgetary limitation similar to that on 
FDIC could be placed on system without 
affecting its policy independence. 
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Saving of charges as fiscal agent to Treas- 
ury, RFO, etc. 


Estimated savings 
(in millions) 
ane 
subse- 
1952 quent 
years 
$35.0 $40.0 
35.0 50.0 
200.0 200. 0 
$27.0 $27.0 
16.0 0.0 
2.0 2.0 
5.0 6.0 
40.0 40.0 
0.8 1.0 
360. 5 385. 0 
3.0 3.0 


Selected Cases Where Changes in Legislation Would Result in Economy—Continued 
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Item 


‘Federal Reserve earnings: Until 1933 Sys- 


tem paid franchise tax of 90 percent of net 
earnings after payment of 6 percent divi- 
dend to banks. Since 1947 System has 
voluntarily paid the equivalent of this to 
avoid its reimposition by statute. Full 
earnings would belong to Government 
upon liquidation. 

Patent fees: Fees are set by statute. Ex- 
cept during past decade, policy of Con- 
gress has been to have fees approximate 
costs of Patent Office. Fees are small 
percentage of total costs of filing for 
patents. 


Total, Finance, Commerce, and Indus- 
try. 


LAROR 


NLBEB elections: Law requires Government 
to hold elections before unions can bargain 
for a union shop. Requirement has 
proved to be red tape since unions win 95 
percent of the time. 


Motal, labOns asereeees tone casas foot | Gece canescanstucberesceseoraa= ese=tescasen a Pee oe SN cane eek aS. NS eS 


TRANSPORTATION AND COMMUNICATION 


Merchant marine: Subsidies are now paid 
for construction and operation. Foreign- 
aid recipients are required to use United 
States bottoms for half of shipments (in- 
creasing cost to United States). In addi- 
tion, special] tax concessions are granted. 


Aviation subsidies: Airmail payments are 
now set by CAB to cover airline losses, 
regardless of cost of carrying mail. Conse- 
quently, exact cost of subsidies not known. 

Federal-aid highways: Basic authorizing 
legislation is in form of contract authoriza- 
tion and apportionment to States are 
required. About }4 of total Federal ex- 
penditures are for secondary roads. 

Truck weights: No Federal regulation of al- 
lowable truck weights now exists. As a 
result, highways do not last as long as they. 
are supposed to. 

Postal deficit: Postal rates have not kept 
even with changes in costs of salaries and 
transportation. Substantial subsidies are 
pvelves to periodicals and mail-order 

ouses. 


! 
River and harbor works—user charges: There 


is now no basis for charging users of river 
and harbors improvements to recover at 
least part of costs. Consequently, yachts- 
men and shippers enjoy a subsidy. 
hes transportation and communica- 
- tion. 


NATURAL RESOURCES 


Water resources: With few exceptions, there 
is now no legal basis for sharing costs of 
projects of primarily local value with State 
and local governments. 


Project authorizations: Water resources and 
other public works projects are now au- 
thorized far in advance of construction. 
Money is spent for planning, although 
planning must be re-done if enough time 
elapses to allow cost changes. 


AGRICULTURE 


Price supports: Mandatory price supports at 
fixed percentages of parity are now re- 
quired on cotton, wheat, corn, tobacco, 
rice, and peanuts. This makes costly 
acreage restrictions with compliance pay- 
ments necessary to prevent overproduc- 
tion at artificially high prices. It also 
leads to necessity of constructing storage 
facilities for overproduced crops. In order 
to prevent complete imbalances in produc- 
tion, it may force price supports for other 
commodities. Because high-priced eom- 
modities cannot compete in foreign trade, 


Proposal 


ee ees ee ee 
Enactment of an unspecified franchise tax. 


Since surplus and reserves are now 3 
times as high as capital stock and are 
ample to cover risks in holding portfolio 
of Government securities, Government 
should get full earnings currently. 


Direct Secretary of Commerce to fix sched- 
ule of patent and trade-mark fees to per- 
mit office to operate on self-sustaining 
basis, giving due consideration to incen- 
tives for invention, examination expenses, 
and ability to pay in setting individual 
rates. 


Remove tax privileges and study whole sys- 
tem of subsidies. 


Separate subsidy payments from postal pay- 
aes, allowing better analysis of subsi- 
ies. 


Eliminate contract authorization and com- 
pulsory apportionments, putting program 
under control of appropriations process. 


Make State eligibility for grants for high- 
ways dependent on strict enforcement of 
maximum weights prescribed by Federal 
Government. 

Raise rates, preferably by giving Président 
authority to set rates to reduce deficit to 
amount representing services to Govern- 
ment (airline subsidies would be sepa- 
rated). 

Institute user charges 


Adopt proposals of Water Resources Policy 
Commission for State and local participa- 
tion in projects. 


Do not authorize any projects which are not 
to be built during this emergency period. 


Abandon mandatory supports at high levels. 
This would allow reduction of,some other 
supports and would permit encourage- 
ment of types of production needed. 
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| Operation and maintenance will be about 


Comments 


_——————_————————— 
1951 payment of 90 percent of earnings 


about $150,000,000 increase in receipts. 


Expenditures less receipts equals present 
deficit (amount is increase in receipts). 


Between \ and 1 million dollars annually. 


Savings could not be immediate unless 
contracts canceled. Ship construction 
now being started for Government ac- 
count rather. than for sale. Operating 
subsidies—$39,000,000, $35,000,000 from 
1952 funds. Construction subsidies in 
1951 budgeted at $35,000,000. Soid 25 
percent down, balance at 344 percent for 
20 years. Profits of 10 percent on capital 
guaranteed. 45 percent of costs subsi- 
dized. Savings estimated as part of 
operating subsidies, probably increased 
in 1953 because of better business—more 
contracts canceled. 

Subsidies probably total about $100,000,- 
000 annually. Estimated savings prob- 
ably 10 percent of present total. 


Total program now costs about $500,000,- 
000 annually. Saving estimated at ap- 
pore amount for secondary roads. 

ould require canceling of contracts for 
any saving in 1952. 

Highways will not need replacing as often. 

No estimate for 1952-53. 


Probably would be more in 1953 but no 
basis for estimate. 


$67,000,000 in 1952, construction about 
$135,000,000. Recovery estimated at 
about 3 of operating cost. 


This would not only reduce the Federal ! 


share but would also reduce local pres- 
sures for many projects. Savings would 
come on projects not now begun. No 
estimate for 1952-53. 
No estimate for 1952-53 


Savings depend on general economic con- 
ditions. Construction of storage facili- 
ties ' costs $25,000,000. International 
Wheat Agreement costs $115,000,000. 
Acréage allotments and marketing 
quotas cost $24,000,000, 
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Estimated savings 


(in millions) 


24.0 
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Selected Cases Where Changes in Legislation Would Result in Economy—Continued 


Item 


——— 
a 


AGRICULTURE—Continued 
it leads to subsidies for export of wheat un- 
der the International Wheat Agreement or 
increases the cost of foreign aid. 
Conservation and use of agricultural land: 
Soil Conservation and Domestic Allot- 
ment Act of 1936 authorizes Nation-wide 
program of payment to farmers for con- 
servation ractices such eas _ contour 
plowing and use of lime. Appropriation 
acts authorize use of funds to formulate 
program for current crop year with pay- 
ments for conservation practices to be 
made from appropriations of following 


Removal of surplus agricultural commodities: 
Permanent indefinite appropriation of 
30 percent of customs duties (act of Aug. 
24, 1935). Amount is unrelated to needs 
and increases. during prosperity with 
greater imports. 


Total, agriculture 
EDUCATION 


Vocational education: A permanent appro- 
priation of 7.5 million requires use of 
money for training salesmen, ete. rather 
than for needed defense workers. 


Total, education 
SOCIAL SECURITY, WELFARE, AND HEALTH 


Public assistance: The Social Security Act 
of 1950 requires that the Federal Govern- 
ment pay 75 percent of first $20, 50 percent 
of next $10, 3344 percent of next $5 for old- 

-age assistance. Maximum Federal pay- 
ments per individual are $50. 


Railroad retirement transfer: Unlike the 
OASI, where amounts equal to pay-roll 
tax receipts are put in the trust fund, a 
specific appropriation of the estimated 
receipts from railroad eae taxes is paid 
in advance of tax collection. The fund 
thus collects interest on this advance pay- 
ment. The estimate is often high. This 
excess is made up by reducing the appro- 
priation the following year but the interest 
paid on the excess is never recovered. 

Railroad-retirement military service credits: 
Public Law 141, 81st Cong. requires trans- 
fers of $33,000,000 annually until 1954 for 
military services credits of railroad work- 
ers. The total amount is aa unnec- 
essary because many workers will never 
become eligible and others wil] not need 
the military service credits. > 

FSA grants: Grants for hospitals, vocational 
education, venereal disease, health assist- 
ance, etc., now are on a formula basis. 
Thus emergency needs require additional 
appropriations. 


Total, social security, welfare, and 
health, 


VETERANS 


Hospitalization: A veteran of any war un- 
able to pay for hospitalization shall be 
furnished care within the limits of facili- 
ties, regardless of the service connection 
of the ailment (88 U.S. C. 705). 34 of pa- 

ents have non-service-connected ail- 
ments. Test of ability to pay is a state- 
ment by the veteran which the adminis- 
trator cannot question. 

Hospital construction: Over $500,000,000 of 
authorizations to construct veterans’ hos- 
pitals are unobligated. There are already 
enough hospitals for service-connected ail- 
trents and will be more when present con- 
struction is completed. Doctors are not 
available to staff hospitals. 


BUSINESS RECORD 


eT 


Proposal 


Repeal authority for program. Provide 
instead authority for selective payments 
by Soil Conservation Service in connection 
with expanded program of technical advice 
mek assistance to soil conservation dis- 
Ticts. 


Repeal permanent appropriation. General 
authority for price support and surplus 
disposal would remain in OCC. 


Repeal permanent appropriation, putting 
under annual review. Repeal allotments 
by categories of training. 


Two basic types of revision are possible: 

(1) Revision of financial participation: 
(a) Drop the matching maximum per 
individual. (6) Change the formula to 
that of 1946-48 (34 of first $15 and 46 of 
balance to maximum of $45) or, gradually, 
to the 50-50 matching that prevailed be- 
fore 1946. 

(2) Stricter definition of eligibility: (a) 
Deduct other income from Federal match- 
ing maximum. Now if recipient has $50 
income and gets $50 assistance, Federal 
payment is $30. (b) Provide no Federal 
matching for recipients of OASI, veterans’ 
or other Government pension. 

Revisions such as these need not change 
the payments to individuals if the States 
assume a larger share of the payments. 

Change the annual specific appropriation 
to a permanent indefinite appropriation. 


Stop further payments or recapture past pay- 
ments. Transfer funds as needed when 
claims mature. 


Amend grant laws to allow flexibility in 
allotments to give proper emphasis to crit- 
ical defense areas and for special defense 
purpose. (See H. R. 9914 on local health, 
81st Cong.) 


Rescind the authorization.--.-.---.--------- 
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Estimated savings 
(in millions) 


Comments 1953 an a 
subse- 
1952 quent 
years 
Conservation and use costs $304,000,000 |_......__- 125.0 
(including administrative expenses ac- 
counts). Soil Conservation Service 
costs $56,000,000. Saving estimated at 
somewhat Jess than half of present pro- 
gram cost. . 
Savings depend on general economic con- $37. 0 $37.0 
ditions. Estimated st half present 
program. 
61.0 186.0 
About 14 of present permanent appropria- 2.0 2.0 
tion is for distributive trades. 
2.0 2.0 
Se ee eee ae Seen ae cane ee eee eee ee 100.0 100. 0 
Interest on advance and excess payments 1.0 | 1.0 
amounts to about $1,000,000 annually. AP 
Cost of further payments plus cost of 33.0 33. 0 
interest for all years until claims mature. 
Estimated amount for hospitals, schools, 25.0 25. 0 
etc. that might be diverted. 
159.0 159. 0 
Medical program (excluding construction) 100.0 100.0 
costs $650,000,000. 
Would reduce expenditures in later years_.-].....-----]-..---. =-- 


Selected Cases Where Changes in Legislation Would Result in Economy—Continued 


Estimated savings 
(in millions) 


Comments 1953 and 


subse- 
quent 
years 


Item Proposal 


a 
VETERANS—continued 


Dental care: Veterans who had cavities filled | Eliminate dental care after specified period 
during miiitary service are considered to after discharge. 
have a service-connected ailment entitling 
them to lifetime dental care. 


Total budget provides for 325,000 examina- 
tions in VA facilities and 208,000 by pri- 
vate dentists; for 83,000 treatments. in 
VA facilities and 355,000 by private 
dentists. Saving estimated. 


Total cost of pensions is $600,000,000. 


ions: No limitations on income are re- | Establish income limitations for all veterans. 
CS Estimated saving 10 percent of total. 


quired for veterans of the Spanish-Amer- Redefine income concept. . Reduce pen- 
ican War. For World War I veterans, full sions as income approaches limits. Do not 
pensions are allowed with incomes of up allow presumption of total disability with 
to $1,000 a year for single men and $2,500 less than 40 percent disability 

for those with dependents. Government 

insurance payments, veterans’ bonus pay- 

ments, and Federal and municipal over- 

time pay are not included in the defini- 

tion of income. (With increased social 

security, these exclusions are important.) 

Veterans over 65: with a 10 percent dis- 

ability are considered totally and per- 

manently disabled for pension purposes. : 

On the farm training: Under the Servicemen’s | The value of this training is doubtful. Short 
Readjustment Act of 1944, veterans can of eliminating it, determine amount of 
receive subsistence payments for on-the- subsistence payments on basis of total 
job training on farms. The amount of | income. 
their monthly payments is determined on 
the basis of that portion of their yearly 
income attributed to their labor, excluding 
the portion attributed to their capital 
investment 

Interest gratuities on mortgages: VA now | Abolish gratuity.............-.------.---.-- 
pays first year interest cost on all mort- 
gages it insures. This gratuity is usually 
deducted from the principal, so that the 
veterans’ cash outlay is not reduced in the 
year he purchases a house. However, he 
can make an income tax deduction for the 
amount, 


Burials: In addition to offering to bury any | Abolish payments for burial of veterans who | About $10,000,000 a year (from Veterans’ 
veteran, his wife, minor children, or un- | donot die of service-connected causesorin | Miseellaneous Benefits). Savings will 
married, widowed or divorced daughter, VA facilities. be higher in later years. 
the Government will contribute $150 to 
burial expenses of any veteran in a non- 
Federal cemetery, regardless of financial 
need, cause of death or number of years 
that have elapsed since service. 


265,000 veterans will get payments of about 
$1,000 each, or $265,000,000. 


Total prograit J5sc22<s-cnsaccan-scseeeee 


POS Veterans: ease (ota sutccccgducsns| cee catecescencs ose remecc casescuscouce eb norcane lemee sepeanecee sane eeae oes Lgectseaesconksen 
INTEREST 


Interest on special issues: While rates on | Set all rates at average for public debt, 
ASI and unemployment trust funds are except for postal-savings deposits. 
Set by law at public debt average, those 
for railroad retirement are set by law at 3 
percent. Other funds receive interest at 
administratively determined rates, up to 


4 percent. 
Postal savings deposits: Interest is paid at | Set at prevailing rates on short-term borrow- |................---------------e-e--ee--ee- 
2 percent, unchanged since 1908. ing. (See H. R. 6456, 81st Cong.) 


Interest on refunds: Law specifies rate of | Reduce to average for public debt. Taxes 
6 percent. This may tempt some to over- paid late should pay a penalty rate. 
Aah aes is same as rate paid on taxes 
Bi e. 


Total at 6 percent rate is now about 


Total, interest 


Sl alld Da et aed PT ee ee ay 
ee ee res 


GENERAL 


Government corporations and business enter- | Require charges for services and interest 
prises: All Government corporations are rates to be sufficient to cover costs. Would 
not now required to keep on a self-sus- | affect chiefly RFA and TVA. Recom- 
taining basis over the long run, including mended by GAO. 
full interest on the Government’s invest- 
ment and share of civil service retirement 
and employees compensation. RFC re- 
cently raised interest rates to meet con- 

OR a aiponient: 
curement: (a) Laws now require that most | (a2) Remove ‘“‘Buy American” restrictions. 
So ceumuene purchases be in United (0) Authorize petty cash accounts for 

tates. ; minor purchases. 
(6) Minor purchases cost more in paper 
wore beer ne ae of the article. 

Ann eave: ays’ annual leave or 5 | Reduce annual leave, perhaps relating it to. 

weeks is now allowed. This can be ac- length of service. oluee ataaunt Shiv 


cumulated up to 60 days, = 4 
ten rider, Pp ys, except for Whit can be accumulated. 


Total, general 


Rates on outstanding loans cannot be 
changed. Some corporations now charge 
enough. 


Savings result from smaller lump-sum 
payments upon discharge or resignation, 
smaller staff or less overtime. 


ada ala la ed ee ee ee fee 
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Do We Want Guaranteed Annual Earnings? 


With wages frozen, labor may again dust off its demands for a 


guaranteed annual wage 


“From here on out,’ Walter P. Reuther recently stated, ‘we 
are going to start building our forces and mobilizing our 
arguments for the winning of a guaranteed annual wage 


since . . . both logic and economic necessity 


demand an annual wage.” 
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Does the guaranteed annual wage “‘constitute 
one of the most important tools in finding the 
answer to full and continuous employment in 
a free society,” as Mr. Reuther claims? 


Can it overcome the difficult problems of 
seasonal and cyclical fluctuations in many 
industries? 


Would it not carry with it a planned regimented 
society? 


The Conference Board Economic Forum and 
guests, at least five of whom have written on the 
subject of the annual wage, discuss these 
questions and others in 


WILL THE 
GUARANTEED ANNUAL WAGE 
WORK? 


Copies are available to Associates upon request. 
Ask for Studies in Business Economics, No. 5. 


HOW MUCH CAN WE 
STRETCH THE WORK WEEK? 


Necessities of a semiwar economy 
direct our attention once again to 
prolonging weekly hours of work in 
essential industries. 


Absence of a large labor reserve on 
which to rely for increasing produc- 
tion makes the study of hours of 
work even more important today than 
during World War Il... 


Experience during that conflict indicates that a seven-day week and 
weekly hours of sixty or more reduced efficiency and were uneco- 
nomical for business . . . and that the 48-hour week, eight-hour day 
was the maximum for efficient defense production. 


These conclusions were derived from an analysis of hours of work in 


the United States and Great Britain during wartime. They are con- 
tained in the timely monograph— 


ECONOMICS OF THE WORK WEEK 


by Herbert R. Northrup 
and Herbert R. Brinberg 


Ask for Studies in Business Economics, No. 24, when requesting this 
monograph. Extra copies are available for subscribers. 
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